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ACCESSION OF CHILE TO THE NORTH
AMERICAN FREE TRADE AGREEMENT

WEDNESDAY, JUNE 21, 1995

HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
SUBCOMMITTEE ON TRADE,
Washington, D.C.

The subcommittee met, pursuant to notice, at 10:07 a.m., in room
1100, Longworth House Office Building, Hon. Philip M. Crane
(chairman of the subcommittee) presiding.

[The advisory announcing the hearing follows:]
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ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS
SUBCOMMITTEE ON TRADE

FOR IMMEDIATE RELEASE CONTACT: (202) 225-1721
June 7, 1995
No. TR-10

Crane Announces Hearing on
Accession of Chile to_the
North American Free Trade Agreement

Congressman Philip M. Crane (R-IL), Chairman of the Subcommittee on Trade of the
Committee on Ways and Means, today announced that the Subcommittee will hold a hearing
on the proposed accession of Chile to the North American Free Trade Agreement (NAFTA).
The hearing will take place on Wednesday, June 21, 1995, in the main Committee
hearing room, 1100 Longworth House Office Building, beginning at 10:00 a.m.

Orsal testimony will be heard from both invifed and public witnesses, including
U.S. Trade Representative Michael Kantor.

BACKGROUND:

The NAFTA implementing bill was enacted on December 8, 1993, and took effect on
Januvary 1, 1994. Article 2204 of the Agreement governs the accession of ngw members to
the Agreement. Chile was first recognized by President Bush as qualified to be a future
member of NAFTA when he announced the Enterprise of the Americas Initiative in 1990.
The hemispheric agreement to complete the Free Trade Agreement of the Americas by 2005
was signed at the Summit of the Americas on December 11, 1994. Following this meeting
President Clinton, Canadian Prime Minister Chretien and Mexican President Zedillo
announced their intention to negotiate NAFTA accession with Chile.- These talks will
formally begin on June 7, 1995, in Toronto.

in announcing the hearing Crane said: "The NAFTA agreement represents an historic
pact by NAFTA members to ensure the growth and economic health of their countries and the
region through free trade, open markets and diminished government regulation. Because
Chile’s performance exemplifies these ideals, it has earned the opportunity to negotiate
membership in the most comprehensive trade agreement ever established. Chile’s expeditious
accession to NAFTA is a top trade and foreign policy priority, and I urge the Administration
to accelerate its efforts to achieve our common goal.”

FOCUS OF THE HEARING:

The focus of the hearing will be to examine whether the proposed accession of Chile
to the NAFTA agreement is in the national economic interest of the United States.
Testimony will be received on specific objectives for the negotiations with Chile, as well as
on the anticipated impact of an expanded NAFTA agreement on U.S, workers, industries and
other affected parties.

DETAILS FOR SUBMISSIONS OF REQUESTS TO BE HEARD:

Requests 1o be heard at the hearing must be made by telephone to Traci Altman or
Bradley Schreiber at (202) 225-1721 no later than the close of business, Wednesday, June 14,
1995. The telepbone request should be followed by a formal written request to Phillip D.
Moseley, Chief of Staff, Committee on Ways and Means, U.S. House of Representatives,
1102 Longworth House Office Building, Washington, D.C. 20515. The staff of the
Subcommittee on Trade will notify by telephone those scheduled to appear as soon as
possible after the filing deadline. Any questions concerning a scheduled appearance should
be directed to the Subcommittee staff at (202) 225-6649.



In view of the limited time available to hear witnesses, the Subcommittee may not be
able to accommodate all requests to be heard. Those persons and organizations not scheduled
for an oral appearance are encouraged to submit written statements for the record of the
hearing. All persons requesting to be heard, whether they are scheduled for oral testimony or
not, will be notified as soon as possible after the filing deadline.

Witnesses scheduled to present oral testimony are required to summarize briefly their
written statements in no more than five minutes. The full written statement of each witness
will be included in the printed record.

In order to assure the most productive use of the limited amount of time available to
question witnesses, all witnesses scheduled to appear before the Subcommittee are required to
submit 200 copies of their prepared statements for review by Members prior to the hearing.
Testimony should arrive at the Subcommittee on Trade office, room 1104 Longworth House
Office Building, no later than 1:00 p.m., Monday, June 19, 1995. Failure to do so may result
in the witness being denied the opportunity to testify in person.

WRITTEN STATEMENTS IN LIEU OF PERSONAL APPEARANCE:

Any person or organization wishing to submit a written statement for the printed
record of the hearing should submit at least six (6) copies of their statement, with their
address and date of hearing noted, by the close of business, Thursday, July 13, 1995, to
Phillip D. Moseley, Chief of Staff, Committee on Ways and Means, U.S. House of
Representatives, 1102 Longworth House Office Building, Washington, D.C. 20515. If those
filing written statements wish to have their statements distributed to the press and interested
public at the hearing, they may deliver 200 additional copies for this purpose to the
Subcommittee on Trade office, room 1104 Longworth House Office Building, at least one
hour before the hearing begins.

FORMATTING REQUIREMENTS:

Each statement presentsd for printing to the Committee by a witness, any written statement or exhidit submitted for the printed record
OF any written comments in responss to & request for written comments must conform to the guidelines listed balow. Any statement or
sxhibit not o compliance with these guidelines will mat be printed, but will be maintained In the Committse files for review and use by the
Committes.

1 All statoments and any accompanying exhibits for printing must ba typad ln single space on legal-size paper and may not
excead a total of 10 pages.

2 Coples of whole documents submitted as sxhibit matsrial will not b accepted for printing. Instead, exhibit material should be
refersnced and quoted or paraphrased. Al exhibit matetial not mesting thass will be 1o the files for
roview and use by the Commiitee.

3 Statemenis must coplalp the nams and capacity in which the witness will appear or, for written comments, the nams and
capacity of the parson submitting the statement, as well as any clients or parsons, or any organization for whom the witnsss appears or for
whom the statement (s submitted.

4 A supplemental shest mast accompany each statament listing the name, full address, a telephooe number where the witness
ar the designated representative may be reached and a topical outline or summary of the comments and recommendations In the full
atatement This supplemental shoet will not be Included in the printed recard
The abavse restrictions and lmitations apply only to material belng submitted for printing. and exhibits or
material submitted solely for distribution to the Members, the press and the publi¢ durlng the course of a public hearing may be submitted in
other formu.
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Chairman CRANE. The subcommittee will come to order.

Let me ask first, are Congressman DeFazio, Congressman Wool-
sey, or Congressman Riggs here yet?

Let me announce today’s schedule. We are going to hold these
hearings until noon. We are going to break at noon because there
is a conflict. We will reconvene at 2 o’clock. But according to the
cloakroom, they anticipate probably getting an amendment vote,
the final amendment vote on military construction at about 11
o’clock, and then there may be a motion to recommit, and then
final passage. So I simply want to alert our witnesses.

I think the panel starting with Malcolm Wilkey, Sid Weiss, John
Sweeney, and Robert Housman, if they are in the audience, it is
safe to say there is little possibility of us being able to get to you
folks until at least 2 o’clock.

So, with that, I want to welcome the witnesses here today to dis-
cuss the extraordinary success of Chile and the opportunity that
Chile’s accession to the NAFTA, North American Free Trade Agree-
ment, represents for the United States.

Chile’s economic performance exemplifies the ideal of achieving
growth through free trade, open markets, and diminished govern-
ment regulation. Having sought a free trade agreement with the
United States prior to Mexico, Chile is now more than ready to join
NAFTA.

Chile’s patience with U.S. intramural politics is to be com-
mended, but we have to question how long we can expect Chile to
wait for the United States to follow through on its commitment.
The stakes are high for U.S. credibility and leadership in the West-
ern Hemisphere. I am personally committed to the objective of
achieving a free trade agreement in the Americas by 2005, as
agreed to by countries at the Miami summit.

Achieving Chile’s accession to NAFTA is the first step on a long
important road the United States must take to ensure a vibrant
economy in the 21st century. If we falter here, our future will be
less secure. Over time, as other markets in the region continue on
their dynamic growth path, our ability to bring them into a
NAFTA-type framework will be diminished. We must succeed in
implementing Chile’s accession to NAFTA expeditiously, and I look
forward to today’s testimony to support this compelling goal.

I would like to yield to our distinguished ranking minority mem-
ber, Charlie Rangel, for any opening comments.

Mr. RANGEL. Mr. Chairman, I would ask unanimous consent that
my prepared written statement be entered in the record.

Chairman CRANE. Without objection, so ordered.

Mr. RANGEL. I would just thank you for the speed in which you
have placed this matter on our calendar. Most of us know that the
United States is very anxious to have the whole world know that
we are the leaders in free trade and that, in doing so, we are really
changing the direction of our economy, meaning that we will be
moving toward a service economy, rather than the low-skill jobs
that have prevailed in the past.

It is very important, whether we are talking about GATT,
NAFTA, or expanding NAFTA, that we consider making invest-
ments in our educational system so that no Americans are left be-
hind. I say that because, as we talk, many Americans are left be-
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hind because of the loss of low-skill jobs, so it means that we are
going to have to pay particular attention to make certain that all
Americans are beneficiaries.

Having said that, with our young people without education, with-
out jobs, and without hope, there is a tendency for this group of
people to find itself more susceptible to drug addiction, alcohol
abuse, crime and violence, and it ends up costing society much
more, not only in lost productivity, but in hundreds of billions of
dollars in terms of crime prevention.

It would seem to me that our South American friends and neigh-
bors should not be so sensitive when we put the issue of narcotics
on the table. Mexico resented it, other countries resent it, and what
makes it hard for me to understand, even our country resents plac-
in% the issue of illegal narcotics trade on the table.

o I am supporting this vehicle because it means free trade. I
hope we understand that Chile has a lot of problems internally as
relates to threats to democracy by military people. But we think
that trade is the way to handle it, rather than the ridiculous way
in which we are trying to gain democracy for the people in Cuba.
Trade is the vehicle to be used. We use it in North Korea, we use
it in North Vietnam, we use it in China, and if we have problems
with other countries, it should not be at the expense of free trade.

I thank you for your patience.

[The prepared statement follows:]

OPENING STATEMENT OF HON. CHARLES B. RANGEL

Mr. Chairman, I welcome this hearing on the possible accession of Chile to the
North American Free Trade Agreement. Since these negotiations have been
launched recently, it is very important and timely for the subcommittee to under-
stand the issues involved and the implications for U.S. industries and workers.

I am particularly interested in the views of the administration and our other wit-
nesses on how labor and environmental issues should be dealt with in this negotia-
tion. Moreover, as I have noted in our earlier hearings on renewal of fast track, I
personally believe that foreign cooperation in our efforts to stop illegal narcotics
trade is also an appropriate issue to raise in the trade negotiation context.

Mr. Chairman, flook forward to today’s testimony and to working with you and
the subcommittee on these negotiations.

Chairman CRANE. Thank you, Mr. Rangel.
Our first witness is Congressman DeFazio.

STATEMENT OF HON. PETER A. DeFAZIO, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF OREGON

Mr. DEFAz10. Thank you, Mr. Chairman.

I would ask that my full statement be entered in the record.

Chairman CRANE. It will. Let me preface your statement by say-
ing that if you confine your oral presentations to 5 minutes, any-
thing beyond that will be included in the record.

Mr. DEFazio. Mr. Chairman, I will depart from the prepared
statement in my remarks and try and keep them brief.

I have some difference with the subcommittee here on the issue
of the wisdom of admitting Chile at this time into the North Amer-
ican Free Trade Agreement. My concerns result from the experi-
ence of NAFTA.

If one were to go back and review the hearing record from 3
years ago and prognostications by all the financial pundits and eco-
nomic experts witﬁnthe administration regarding NAFTA and com-
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pare it to the actual experience with NAFTA, one would find that
none of those rosy predictions have been borne out. In fact, as of
this point in this year, we have run a $5.3 billion trade deficit with
Mexico in the first 4 months of the year.

Mexico is projecting, in order to satisfy its current accounts prob-
lems, that they will run $20 billion trade surpluses with the United
States into the indefinite future. This certainly defies the pre-
dictions of the pundits and the supporters of NAFTA that somehow
this would be a boon to the United States, it would help us with
our trade deficit, and that it will produce jobs in this country.

The Commerce Department has certified through the Labor De-
partment that over 17,000 people have received assistance because
it has proven that their jobs have been exported to Mexico, and the
estimates, of course, are much higher, if one uses the net trade fig-
ure. The Commerce Department is happy to tell everyone that
every $1 billion of trade creates 20,000 jobs, but they do not want
to talk about net. If we apply their same measure, the net to Mex-
ico, we would be over 100,000 jobs lost in the first 4 months of this
year, headed perhaps toward 400,000 for the year.

Now we are embracing Chile. I do not know if the subcommittee
is following current events, but Chile is having a rather dramatic
standoff between the civilian elected government and the military
fascists, the Pinochet folks, who have spirited off a general who
committed crimes against humanity, has been convicted, and is
hiding him on a military base and refusing to turn him over to ci-
vilian authorities.

I question the wisdom of entering into another free trade agree-
ment with yet another unstable Latin American nation. In Europe,
people point to the experience of the EEC, European Economic
Community. Well, the EEC demanded labor protections, environ-
mental protections, and some actual democracy and stability before
it allowed in certain other nations, particularly Portugal, Greece,
and others,

We are entering into these immediate agreements with countries
without any labor protections, without any substantial environ-
mental protections, and in the case of Mexico, without any demo-
cratic reforms. I would question the wisdom of extending this
agreement to yet another country.

I would question whether or not that means we are going to ex-
tend the same bailout privileges to Chile that we have extended to
Mexico and have the same sorts of obligations. We have already
weakened the dollar dramatically by so closely linking our currency
to the peso. Again, as a critic of NAFTA, I said, as did many oth-
ers, that the peso was overvalued, and that there would be a de-
valuation after NAFTA. Of course, we were wrong. We could not
predict that it would be a 40-percent devaluation. We thought it
would be perhaps 20 to 25 percent.

So what I would point the subcommittee toward is we are headed
in a direction that is not a benefit to the American economy nor
to the people of Mexico. Unemployment is growing dramatically in
Mexico. Inflation is rampaging out of control. Mexican wages are
reduced in real terms, American jobs are being lost, and we are
paying $20 billion for the privilege.
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So I would question the wisdom of extending the same treatment
to Chile at a time when our policy in Mexico has proven to be such
a dismal failure.

I thank the chair for the time and will remain after the panel
for any questions you might have.

[The prepared statement follows:]



STATEMENT OF CONGRESSMAN PETER DEFAZIO

TO THE SUBCOMMITTEE ON TRADE OF THE
HOUSE WAYS AND MEANS COMMITTEE

June 21, 1995

I want to thank the Chairman of the Subcommittee for giving me the opportunity to
speak out on an issue of great importance. The Roman statesman Cicero once said, "Any
man can make mistakes, but only an idiot persists in his error.” NAFTA has been worse
than a mistake; it has been a dismal failure by any and every measure. To even begin to
consider repeating this failure by expanding this turkey is nothing short of idiocy.

I have been and continue to be an opponent of the North American Free Trade
Agreement. It has been bad for our economy, our workers, and our trade deficit. 1
strongly oppose Chile’s inclusion into NAFTA and would ask this subcommittee not support
this proposal.

NAFTA's record shows that the agreement has been an abysmal failure. NAFTA
promised job growth. with some claiming that NAFTA would create 100,000 jobs in its first
year. In fact, NAFTA has been a job loser. A recent analysis by the University of
Maryland shows that 16,873 jobs were eliminated in 1994 as a result of increased trade with
Mexico and that with the sharp decline in the peso, at least 219,000 more US jobs could be
eliminated in 1995.

NAFTA promised a trade surplus, but for the first time in four years we have a trade
deficit with Mexico. This ballooning trade deficit could exceed $20 billion this year, putting
Mexico up with China and Japan as our biggest trade problems. In the first three months of
1995, the merchandise trade deficit with Mexico totaled $3.8 billion. Record imports from
Mexico will continue 10 add to our mounting trade deficit. The Administration claims that
every $1 billion in trade equals roughly 20,000 jobs. A $20 billion deficit equals staggering
job losses.

American workers in the manufacturing industry have been the big losers with net
export of manufactured products. including electronic equipment, cars, medical equipment
and apparel.

It's not hard to see why NAFTA has been so bad: the Mexican economy is a
disaster. Throughout the debate on NAFTA, many of us were concerned about the viability
of the Mexican economy, including the overvaluation of the peso and its link to the U.S.
financial system. The peso’s January collapse was no accident as the Mexican government
was propping up the peso in order to sucker the US Congress into approving NAFTA. The
Mexican peso devaluation has seriously eroded the buying power of the Mexican workers,
with American products even more out of reach for consumers. The Los Angeles Times
veported on April 20 that the Mexican economy lost more than 700,000 jobs in January and
February alone. Higher interest rates and inflation -- which is expected to be 50 percent in
1995 -- will continue their economy’s gloomy prospects.

Even when Mexican workers are employed and the peso is stable, their ability to help
jumpstart the American economy is a myth. At the average maquiladora wage of $1.15 an
hour, it would take about six and a half years for a Mexican worker to buy a Ford Taurus --
provided, of course, the worker doesn’t eat, buy clothes or provide shelter for his or her
family.



NAFTA was enacted on the premise that in order for the US to compete, we must do
like the Europeans and form larger markets for our products. If the President and the
Congress are insistent about expanding NAFTA, at least let’s do it the same way the
Europeans expanded the European Community.

The EC did not spring up during one year or one decade, but was put together
deliberately over 40 years. And it wasn’t until recent times that many nations -- namely
Greece, Portugal and Spain were included. Why? Because until recently they were
dictatorships, countries without democracy, with lower standards for workplace health and
safety, less stringent environmental laws and a poorer standard of living than the rest of
Europe.

The European countries said "we don’t want to enter into free trade agreements with
you because all of our businesses will move to your countries.” Europe required them to
become democratic. They required them to adopt worker health, safety and environmental
laws. They helped foster democratic leadership and institutions. We cannot afford to rush
into a new agreement without looking carefully at the full impacts, not only in this country,
but in Chile. What would the effects be on Chile s forests, which are being consumed at an
enormous rate? Or on their agricultural practices, in which agricultural chemicals that were
banuned for sale in this country are exported to Chile for use on their crops, only to be
imported back here? Or what about human rights, where a brutal dictator, Augusto
Pinochet, remains commander-in-chief of the Army, and has the ability to shield his secret
police thugs from the "justice" system? These questions must be addressed before expanding
this treaty.

I've been joined by my colleagues Congresswoman Marcy Kaptur and Congressman
Duncan Hunter in asking President Clinton to "forgo further negotiations to expand NAFTA
until you can demonstrate that the current agreement is providing a net benefit to U.S.
workers and the U.S. economy and that expanding the agreement is likely to do the same."”
We have yet to hear a response.

To me, that is the bottom line. Until the proof is in on NAFTA, I can see no reason
to expand it.

NAFTA has not been a good deal for America. Not only do working Americans get
to lose hundreds and thousands of jobs in the name of free trade, but we also -- with the
huge bailout of the peso — get to pay $20 billion for this pleasure.

Thank you Mr. Chairman and members of the Subcommittee for this opportunity to
share these thoughts.
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Chairman CRANE. Thank you.
Congresswoman Woolsey.

STATEMENT OF HON. LYNN C. WOOLSEY, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF CALIFORNIA

Ms. WooLsgy. Thank you, Mr. Chairman.

Mr. Chairman and members of the subcommittee, I am also
grateful for the opportunity to testify before the subcommittee this
morning on Chile’s proposed membership in the North American
Free Trade Agreement.

Mr. Chairman, as a Representative of the Sixth District of Cali-
fornia, home of many world renowned vintners and wine grape
growers, I am here today to urge you to ensure that there is no fur-
ther reduction of the U.S. tariff on wine in any trade agreement
with Chile.

The U.S. wine industry is struggling under current international
U.S. Government policies which indeed have established tariffs on
wine at the lowest level of any major wine producing country.
These low tariffs have enabled Chilean wine to flood the U.S. mar-
ket, causing the wine producers in California and in other States
to lose a significant share of the U.S. market. Yet, the Chilean
wine industry remains unthreatened by the U.S. wine producers,
since Chilean markets are so small they hold little promise for U.S.
wine growers and the wine industry.

Mr. Chairman, in addition to current tariff disadvantages, U.S.
wine producers are operating with a cost disadvantage, as well.
The cost of land and labor needed for grape growing are extremely
low in Chile, whereas, in the United States producers must pay top
dollar for prime land and efficient labor. This cost disadvantage,
along with the already low tariff, has caused the small wine pro-
ducers I represent in Sonoma and Marin Counties to struggle to
compete and survive. Lowering tariffs even more could prove to put
an end to their survival altogether.

Mr. Chairman, a free trade agreement with Chile that lowers
wine tariffs further will ensure that Chilean wine producers grow
richer and more prosperous at the expense of the hard-working
vintners and growers of California and throughout the Nation. The
wine producers of Sonoma and Marin Counties are not opposed to
free trade. They simply ask that you ensure that it is fair and, Mr.
Chairman, so do I.

Thank you, Mr. Chairman, for your consideration.

Chairman CRANE. Thank you, Congresswoman Woolsey.

With that, we will commence questioning. Mr. Hancock.

[No response.]

Mr. THoMmas. Mr. Chairman, might I ask a unanimous consent
request?

Chairman CRANE. Yes.

Mr. THOMAS. I have a written statement and I had prepared to
make a statement. But in lieu of the fact that I was held up doing
other things, I would just ask unanimous consent that my written
statement be made a part of the record.

Chairman CRANE. Without objection, it is so ordered.

[The prepared statement follows:]
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Statement of the Honorable
BILL THOMAS
Subcommittee on Trade
June 21, 1995

Mr. Chairman, I am looking forward to the testimony the Subcommittee will receive on
the proposed U.S.-Chile free trade area. This will be the third such agreement my California
constituents will have confronted and it is perhaps the most problematic. Chilean agriculture is
the mirror image of California's. Indeed, some California farmers do business in Chile because
the Chilean season for many products complements our own. Others, however, are concerned
about Chile's past performance in certain areas and it is those concerns I will use to judge any
agreement in this area.

Chile’s prominence in perishable crop exports has raised questions for California
agriculture. For example, the State's wine industry, the nation's largest, is concerned about
Chilean producers misiabeling their product's variety. U.S. vintners market on the basis of
product quality and do not want to compete with an inappropriately labeled wine. Chile's
process for imposing sanitary and phytosanitary stat:dards is nontransparent, making U.S.
specialty crop exports to Chile harder because expor:ers have little or no warning of new
restrictions. California farmers are increasingly reliant on new varieties of plants and animals as
a means of providing a high quality product. Chile has no law allowing the protection of the
types of intellectual property that the U.S. uses to protect these products of agricultural research.
Adding these factors to Chile's small population and per capita GNP makes the California farm
community wonder why the U.S. would want an agreement with Chile, especially when Chile
appears to have excluded agriculture from other bilateral trade agreements it has developed with
Mexico and other nations.

I am pleased that Chile seems willing to "dock" under our North American Free Trade
Agreement (NAFTA) agreement because the U.S. achieved what 1 consider to be reasonable
concerns which must be addressed by any arrangement we strike with Chile.

Several of my concerns are already addressed by NAFTA and [ expect NAFTA's
provisions will not be bargained away in the name of "market access”. For example, NAFTA
requires that produce imported into the U.S. under the agreement must meet our quality
standards. American growers spend a great deal on marketing. Marketing order quality standards
assure uniform product, critical to repeat sales. All American producers have to meet these
standards and Chilean growers can produce a high quality product or my friends in California
would not do business there.

NAFTA also provides long transition periods provided for import-sensitive horticultural
crops and other products, preserves U.S. scientifically-based health and phytosanitary standards
and employs acceptable rules of origin and controls against transshipment. NAFTA has "surge
controls" so important-sensitive perishable crop industries can gradually adjust to the integration
of our economies. Chile's acceptance of these standards would be reassuring. This is not,
however, an exhaustive list of what Chile must do to minimally address concerns I have heard
expressed about this possible agreement.

Among the other steps Chile must clearly take is that of protecting all forms of
recognized intellectual property, including patented or otherwise protected plants and animals.
California farmers do not want their research made subject to misappropriation. Chile must aiso
provide a transparent regulatory process on which U.S. exporters can rely for timely notice of
changes in standards. Finally, Chile must regulate its industry in a way that assures U.S. industry
will not suffer from unfair competition from misrepresented products. My primary focus is of
course on the mislabeled wines but the principle should apply everywhere.

I have no doubt Chile can easily comply with each of these standards. This will be an
extremely hard agreement for many California farmers to accept and failure to meet the standards
I have enunciated will only make it harder for them to accept an agreement of this kind.
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Chairman CRANE. Mr. Hancock.

Mr. Rangel.

Mr. RANGEL. Thank you.

Congressman DeFazio, do you believe that it is possible to save
our investment in Mexico, assuming it is as bad as you think it is?
Would not withdrawing from Chile and Central and South America
escalgte the lack of confidence people have with our trade agree-
ment?

Mr. DEFAzIO. First, there is a difference between extending
treatment to countries that are now not included, and Chile is not
included. We are talking about extension, not withdrawing from
the agreement, so I would question the wisdom of an extension
when the policy is so questionable to begin with.

Mr. RANGEL. I meant exactly what I said. Our agreement with
Mexico is a hemispheric thing, and so whether we are talking
about Mexico or Central or South America, whether we are talking
about shoring up the economy by strengthening the peso, all of
these things are in for a dime, in for a dollar. I am not saying that
it is right. I am just asking you, do you really think that denying
admission of Chile would improve the trade deficit with the United
States as relates to Mexico? I do not know the answer,

Mr. DEFAzIo. | think it would prevent further deterioration in
the United States trade deficit by adding yet another country that
would run a large trade surplus with the United States, not as
large as Mexico, because the commerce is not as great.

But these agreements are designed to favor nations that do not
observe labor rights, environmental laws, and other constraints, so
clearly they become export platforms for the United States because
just in the minor area of wine, as she points out, they do not have
the same constraints. They can use pesticides and herbicides that
are not approved in the United States; none of that is in these
agreements.

Mr. RANGEL. So if we could just cut our losses in Mexico and just
say that was a bad deal, do you think that is the best way we
should go? Obviously, a broadening of the agreement would mean
that other countries would put us in the same position along your
line of thinking, so in addition to denying admission of Chile, you
think the best thing to do is to pull out of Mexico, as well?

Mr. DEFAzi0. 1 believe we should renegotiate the treaty with
Mexico and basically withdraw from the existing agreement. I be-
lieve it is defective. I believe it is not benefiting workers on either
side of the border. It may be benefiting a few corporations and pro-
tecting their investments.

When you talk about abandoning our investments, the American
people do not have an investment in Mexico except perhaps in a
common bond between our peoples in trying to improve their stand-
ard of living and their conditions. That has deteriorated dramati-
cally under NAFTA and the economic constraints under which that
country is operating, and there is no promise it will get any better.
They still cannot organize labor unions outside of the government.
They are still not getting environmental protections in the
maquiladora area. In the maquiladora area, they are licensing a
plant every day. Things are getting worse.
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Mr. RANGEL. I am new on the Trade Subcommittee. How do you
go about renegotiating the agreement with Mexico?

Mr. DEFAzIO. Well, there is a simple 6-month out clause. I would
exercise the 6-month out clause by either party and we could give
6 months’ notice and then say we intend during those 6 months to
negotiate a new agreement which includes true labor protections,
environmental protections, and other basic reforms that we believe
are necessary. ‘

Mr. RANGEL. Thank you.

Thank you, Mr. Chairman.

Chairman CRANE. Mr. Thomas,

Mr. THOMAS. Thank you, Mr. Chairman.

One of the things we ought not to do is revisit a lot of the bogus
arguments that were present in the NAFTA round. I have some
real concerns about bringing Chile in, and that is why I want to
make sure that they are brought in under a docking process under
NAFTA and not on a bilateral agreement.

I think there are a lot of unilateral decisions that Chile has to
make to have access to our markets, and I am, probably as much
or perhaps more than anyone, sensitive to the similarity of prod-
ucts that are produced in Chile.

I have long been involved in trying to coordinate these matters.
There is some advantage to what I call seasonal
complementarianism, if we can work it out, and grapes are a good
example. They come in during the winter where we used to sell our
stored grapes. They sell fresh grapes and it keeps the market ac-
tive, and then in early April our grapes from the Coachella Valley
begin coming in, and we then move to fresh grapes and they do not
get to sell stored grapes. We are working it out.

Frankly, I am concerned about making sure that Chile joins the
community of nations in the area of protecting intellectual property
rights. I am concerned about honoring patents, including those for
agricultural products, and I am fundamentally concerned about
what I consider acts, not just against international trade, but those
that are unethical and immoral, labeling products as something
they are not. If that is an ongoing, widespread practice, then we
have to get after it immediately.

Mr. DeFazio, I would share with you my concern regarding Mex-
ico about some of the promises that were made about the changes
that have occurred, especially in the judicial system and in other
areas, or about the attempt to bring a degree of transparency to de-
cisions and actions made in Mexico between friends, family, and
others. That is an ongoing problem.

I am not saying that Chile has exactly the same problem, but I
do believe there 1s a mental set that you get away with what you
can get away with to a certain extent. I will be very concerned
about the way in which our negotiators approach the kinds of con-
ditions under which we enter into this relationship with Chile,

Frankly, from a California point of view, Chile is about equal to
Los Angeles County in population, which means we are not going
to get a whole lot out of a two-way trade arrangement. Chile stands
to benefit far more.

What I see us getting out of these discussions is the ongoing
process of ultimately drafting in, dropping in from the North Amer-
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ican Free Trade Agreement and, through this process where Chile,
Argentina, Brazil, et cetera, create an American free trade agree-
ment. So I am supportive of it.

I am at the same time very concerned that we make sure that
in the agreements that we enter into, we not only make sure that
Chile joins the world community in terms of an honesty about work
product, whether it be plant, vegetable, or mental, but they do not
misrepresent products; that we understand that agreements be-
tween third parties, Chile and Mexico, for example, are going to be
affected in the long run in an agreement between Chile and the
United States.

If those conditions are met, I will not oppose bringing Chile in.
But obviously the bar is going to be quite high, because, as I said
when we started with Canada, as I said when we dealt earlier with
Israel, this is a whole new process and we have got to get it right
the first time or we will spend the rest of the time trying to correct
it.

So 1 am very concerned, but at the same time 1 hope the dialog
does not break into a reconstruction of the fact that pesticides are
used down there that are illegal and the products get to come in.
Frankly, we do our inspecting and no residue can be brought in on
a product that is illegal.

I am concerned about getting the legal arrangements down cor-
rectly, so that they cannot engage in something unwittingly, or
criminal elements or people who want to shade the picture can en-
gage in. If we do our job, none of those things will occur.

understand the sensitivities and concerns, but the idea of brin%-
ing both North and South America together in a larger mutually
beneficial free trade area frankly is attractive enough for me to
look over the shoulder of the negotiators to make sure they get this
one right.

Mr. DeFAzIo. It is hard to parse a question out of a lengthy
statement, but I would certainly find elements—

Mr. THOMAS. It is not a lengthy statement. I am only allowed 5
minutes. [Laughter.]

Mr. DEFAzI0. I certainly would agree about taking a hard-headed
view, and I think the gentleman makes a particularly good point
about the comparative size of the market. This is no tremendous
boon for U.S. producers. It is like Mexico had the equivalent buying
power, if every peso were used, of New Jersey. As you point out,
Chile 1s even less significant in terms of our national economy, and
we must be careful it does not become an export platform for things
that violate copyright laws or other laws.

I would just urge the gentleman to check with APHIS, Animal
and Plant Health Inspection Service, on the inspection program.
When I checked on the importation of New Zealand lamb a few
years ago, APHIS told me there was no particular program ori-
ented toward the testing of imported products, that they have a
general testing program, but they do not specifically test imported

roducts for particularly prohibited pesticides even in the case of
amb, when we can point out we know it was used. They said we
do not test that way, so I would have that concern.

Mr. THOMAS. I will just share with the gentleman a brief history.
My time has expired]. I have a long involvement in the area of
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APHIS and Customs in terms of the tariff codes, the movement of
product between codes, the attempt to camouflage, the attempt to
modify Aflatoxin in pistachios. Specialty agriculture is an area
which represents almost 3 billion dollars’ worth of value added in
my district. I am very concerned, because, as I said, they have
similar products, to create a scare in the market which would not
only affect their products, but affect ours, as well.

You will recall the Chilean grapes delivered to the Philadelphia
port, and I do not want to go back through that process, and, frank-
ly, it affected everyone. So I have a very great concern about get-
ting it right. Notwithstanding that, that does not mean you do not
go forward with the process. It means what you do is you make
sure you get it right.

Ms. WooLsEY. Mr. Thomas.

Mr. THOMAS. Yes, ma’am.

Ms. WooLsey. What I would like to ask you to do, because you
are making a lot of sense on that, is to consider the wineries and
the grape growers that may not be in your district up front, instead
of tacked on at the end lilte they were with NAFTA. NAFTA has
just not done what it was supposed to do for the wineries and the
wine grape growers. So add them to your list, even though they
may not be in your district, if you would, please.

Mr. THoMAS. The gentlelady needs to know that I have been
working with California interests long before she came to Congress.
I have been working with them very, very closely for a number of
years. Every time the U.S. Trade Representative, since the Reagan
administration, actually since the Carter administration, has had
a list of concerns given to them, every time they get on an airplane
and go negotiate, whether it is Japan in terms of wine, whether it
is the European Community, whether it is labeling, whether it is
dealing with our own government about labeling and the rest, we
have been involved.

I will tell you what I am not willing to do: I am not willing to
create an advantage for American products unfairly. I am willing
to go every step to make sure that there is a fair relationship. Ob-
viously, mislabeling is a fundamental flaw, error, unacceptable be-
havior. We are hopeful there will be some experiments that will
allow us to determine the variety of wine from the wine itself, and
that would be a great success. Otherwise, you are relying largely
on the representations of people that you assume to be honest.

Once again, I expect this U.S. Trade Representative, as every
U.S. Trade Representative that I have talked to, to make sure that
there is no segment of the American economy that is disadvantaged
when we enter into a trade relationship. Frankly, I think they have
done a pretty good job of it overall.

Sometimes you simply cannot get people to do certain things.
Our segment of the market is not as large as we would like. If we
were three-quarters of the market in the entire dollar exchange
with Chile, then obviously we would have %reater influence. They
have done a good job, by and large. We will make sure they do a
good job as we go forward.

My basic point—Mr. Chairman, thank you for the extra time—
is that we have enough trouble dealing with the real problems in
this moving forward with the bilateral agreement. I do not think
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it serves any purpose whatsoever to raise red herrings that really
never were there in the first place in previous agreements, and
that they are not going to be here in this agreement. Let us work
on the real world of problems.

To that extent, in your testimony where you clearly outlined
areas we need to focus on, I appreciate your testimony.

Ms. WOOLSEY. Thank you.

Mr. THOMAS. Thank you, Mr. Chairman.

Chairman CRANE. Are there any other questions of these wit-
nesses by Members on the dais right now?

[No response.]

If not, then we are going to recess briefly. This is a quorum call,
followed by a 5-minute vote on the Obey amendment. I was in-
formed that conceivably there may be a motion to recommit follow-
ing that, and then final passage. So it is a little difficult to tell you
when we are going to reconvene.

If you folks could touch down with me on the floor after we get
that reading as to how quick that process will move, we may come
back between the Obey vote and any motion to recommit and re-
convene our hearings.

With that, the subcommittee stands in recess.

[Recess.]

Chairman CRANE. The subcommittee will come to order.

We will call the Hon. Charlene Barshefsky to testify at this time.

STATEMENT OF HON. CHARLENE BARSHEFSKY, DEPUTY U.S.
TRADE REPRESENTATIVE, OFFICE OF THE U.S. TRADE
REPRESENTATIVE

Ms. BARSHEFSKY. Thank you, Mr. Chairman.

It is a pleasure to appear before you and members of the sub-
comn(xlittee today. I ask that my full testimony be accepted for the
record.

Chairman CRANE. Without objection, it is so ordered.

Ms. BARSHEFSKY. Mr. Chairman, we have a historic opportunity
to create jobs in this country to foster growth and stability in this
hemisphere, and we have this opportunity by virtue of the Presi-
dent’s commitment and the commitment of the 34 democratically
elected leaders of our own hemisphere to create the Free Trade
Area of the Americas by the year 2005, and we have this oppor-
tunity, as well, to an expansion of the NAFTA,

This administration has worked very hard to open markets
abroad to U.S. goods and services and %.S. agriculture, We have
negotiated in 27 months well over 100 trade agreements, including
the historic Uruguay round multilateral agreement, the NAFTA it-
self, the APEC eement for free and open trade in the Asia Pa-
cific region by the year 2010, and the Free Trade Area of the Amer-
icas Agreement to create a free trade area in our own hemisphere
by the year 2005.

Despite these agreements, significant market access barriers re-
main, including in our own hemisphere, and we would like the op-
portunity to work with Congress as we move forward to eradicate
those barriers.

The United States has a strong economic interest in moving for-
ward with an ambitious and aggressive trade agreement agenda in
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the Western Hemisphere. Let us consider what is at stake from an
economic point of view for the United States. Latin America and
the Caribbean is now the second fastest growing region in the
world. U.S. exports to the region have exploded from $31 billion
just 10 years ago to $93 billion in 1994, supporting over 600,000
new jobs in the United States. U.S. exports to Latin America, in-
cluding Mexico, increased 71 percent from 1990 to 1994.

Mr. Chairman, over one-half of this country’s merchandise trade
export growth has come from our exports to Canada and Mexico.
U.S. exports to Latin America and the Caribbean approximate our
exports to the European Union. If trends continue, our exports will
reach a level greater than our combined exports to the European
Union and Japan.

Latin Americans spend on average 40 cents of every dollar on
trade on U.S. goods. We supply over 70 percent of some Latin
American countries’ imports, and often three or four times as much
as that country’s next largest trading partner. Our exports of cap-
ital goods, which account for over one-half of U.S. exports to Latin
America and the Caribbean, have increased dramatically.

Moving forward with Chile is one essential component of a two-
part strategy to shape the Free Trade Area of the Americas. The
Summit of the Americas hosted by President Clinton in December
in Miami was a watershed in hemispheric relations. It placed the
United States squarely at the center of the hemisphere’s economic
integration and renewed our leadership position. Our economic for-
tunes, our leadership in this hemisphere, however, will be deter-
mined in large part by the success we have in implementing the
summit integration trade plan.

This administration is determined to move forward to begin
building the Free Trade Area of the Americas. We will host the
first ministerial under that process in Denver this month. But the
negotiations of Chile’s accession to the NAFTA is a second critical
strategic step in this endeavor. If we are not able to complete
Chile’s accession expeditiously, others in the hemisphere will ask
if we are able to lead the hemisphere overall in integration efforts.
If we are not able to complete Chile’s accession to NAFTA, our in-
fluence in the pace and scope of trade liberalization in our own
hemisphere will be threatened.

Mr. Chairman, two successive Presidents, two different parties
have been committed to the pursuit of a free trade agreement with
Chile. If the United States seeks to broadly encourage stable
growth, growth sustaining policies and the adherence to open mar-
kets, there is no better example than Chile, and let me cite just a
few facts.

Chile was recently determined by the highly regarded Davos Eco-
nomic Forum as the fifth most competitive emerging economy in
the world. Chile’s average economic growth rate since 1985 has
been over 6 percent, putting it comfortably on a par with dynamic
economies of the Asia Pacific rim. Chile’s national savings rate was
a strong 24 percent of GDP, gross domestic product—would that we
had that kind of savings rate here in the United States—based in
part on a significant contribution from Chile’s private Social Secu-
rity system.
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Chile’s national investment rate was an astonishing 27 percent
of gross domestic product during 1990-93, the highest in the re-
gion, and this tends to be long-term investment. Chile has run a
budget surplus for 8 straight years, with public savings accounting
for almost 5 percent of GDP in 1994, and foreign reserves high and
rising.

Since Chile has become a democracy, it has pulled 1 million peo-
ple out of poverty, that is out of a total population of 13 million.
The equivalent in the United States would be to see 18 million peo-
ple rise from poverty. Chile has one of the most aggressive free
trade and trade expansion agendas in Latin America.

Chile’s trade with the United States, although small relative to
other countries, has climbed dramatically during the 1992-94 pe-
riod. Our exports of motor vehicles are up 35 percent. Our exports
of Earth-moving equipment are up 46 percent. Qur exports of com-
puters and related equipment are up 28 percent. Qur exports of
telecommunications equipment are up 55 percent. Our exports of
medical equipment and technology are up 33 percent.

Almost one-quarter of everything Chile imports, it imports from
the United States, and the range of products that are imported
compare very favorably with that range of products to other far
more developed economies.

Negotiating Chile’s accession to the NAFTA will remove signifi-
cant remaining barriers that impede U.S. exports to Chile and fur-
ther increase the potential for additional export gains. There are a
number of issues to which we will seek removal of Chilean barriers.
But Chile’s accession also signals U.S. leadership in this hemi-
sphere, a desire to expand U.S. principles of free trade and market
economics throughout the hemisphere, a bridge between the United
States and South America that will be vital to this hemisphere’s
stability and economic growth. Chile’s importance extends far be-
yond even its impressive economic gains.

Mr. Chairman and members of the subcommittee, although we
do not have fast track in place now, consistent with past practice
for agreements subject to fast track, the administration has contin-
ued the practice of soliciting the advice of the U.S. International
Trade Commission, the advice of our private sector advisory com-
mittees, which are statutory, the advice of the public, and we have
welcomed additional advice from any interested parties which they
may wish to provide.

USTR will coordinate the negotiation effort working with an
interagency team of experts in the negotiation of these agreements,
many of whom negotiated the Israel agreement, the Canada agree-
ment, and the NAFTA itself.



19

Mr. Chairman, for all the reasons indicated in my testimony
today and in my written statement, a free trade area with Chile
and Chile’s accession to the NAFTA is absolutely in our national
interest. Benjamin Franklin once said that no nation was ever ru-
ined by trade. American workers understand that. We do not fear
open and fair competition, but we do insist on fairness, we do insist
on equity, and we do insist that in a global economy our trade
agreements are a single undertaking. Everyone plays by the same
rules, with reciprocal benefits and reciprocal obligations.

I would be pleased to answer any questions the subcommittee
m%y have.

hank you.
[The prepared statement follows:]



20

Testimony Before the
Trade Subcommittee
House Ways and Means Committee
June 21, 1995
Awmbassador Charlene Barshefsky
Deputy United States Trade Representative

Introduction

Mr. Chairman and Members of the Committee, I appreciate the opportunity to discuss the
importance of a free trade area with Chile. We have a historic opportunity to create jobs in this
country, and foster growth and stability in this hemisphere.

The goal of U.S. trade policy is to create jobs and raise standards of living in the United
States, to foster global growth, and to build global stability. As we approach a new century, the
future prosperity of the United States more than ever before depends on our ability to compete
and win in the global economy. There is no possibility of avoiding this new challenge.

‘Where our economy was once largely self contained, we are now increasingly
interdependent with the rest of the world. This change began decades ago, but has accelerated in
recent years. Twenty-seven percent of our economy is now dependent on trade.

The global economy offers tremendous opportunities for American workers. Over 11
million workers in this country owe their jobs to exports. These jobs pay higher wages, on
average, than jobs not related to trade. Every billion dollars of exports supports 17,000 jobs.
Clearly, expanding trade is critical to our effort to create good, high-wage jobs.

The United States has a mature economy -- and only four percent of the world's
population. Future opportunities for growth here at home lie in selling goods and services to the
other 96 percent. Given this fact, opening markets, expanding trade and enforcing our trade
agreements are critical to fostering growth here at home.

Since taking office, the Clinton Administration has demonstrated a clear commitment to
opening markets and expanding trade. With bipartisan support in Congress, we completed and
secured the approval of the North American Free Trade Agreement (NAFTA) creating the largest
regional free trade area in the world. We completed the Uruguay Round negotiations. A
bipartisan coalition in Congress voted to implement its results which lower barriers to trade and
strengthen the global trading system, creating growth and jobs in the United States. We
negotiated the Summit of the Americas Declaration and Action Plan that is designed to lead to the
creation of the Free Trade Area of the Americas (FTAA) by the year 2005. We negotiated the
Bogor Declaration which sets for the objective of free and open trade among the Asia Pacific
Economic Cooperation (APEC) members. We set our negotiations with Japan on a new course
under the Framework Agreement, completing fourteen trade agreements to open their market to
U.S. exports, and are now working diligently to open Japan's closed autos and auto parts market.
In addition, we concluded the largest procurement agreement in history with the European Union,
an agreement covering 80 percent of global shipbuilding, an historic intellectual property rights
agreement with China, and scores of other bilateral trade agreements.

Mr. Chairman, for all the hard work of the last two and a half years in opening markets we
still have much to do. Formal and informal trade barriers stili exist around the world to limit U.S.
exvorts. This, in turn, hinders growth and job creation in this country.

hile: Th se for Moving Forw;

The United States has a strong economic interest in moving forward with an ambitious
and timely trade agreement agenda in the Western Hemisphere. Ambassador Kantor made clear
in his May 17 testimony on fast-track - itself a vital component for U.S. success in this hemisphere
and the global economy - why moving forward is essential, but allow me to explain why it is
particularly important to move forward with Chile now.

Moving forward with Chile is one essential component of a two part strategy to shape the



21

critical initial elements of the FTAA. One element of this strategy is based upon the building of
stronger trade relations with all of the countries in the hemisphere, both bilaterally and through
the larger sub-regional trade arrangements to which they belong. In this connection, the
progressive liberalization of trade and improved disciplines in a range of areas is critical. The
Administration is now preparing for a meeting at the end of the month in Denver with the rest of
the western hemispheric Ministers responsible for trade to lay the initial groundwork that will
move us in this direction. This is the first important hemispheric step in the post-Summit of the
Americas trade action plan. We expect to set in motion in Denver a process that will lead to
major new economic opportunities for the United States and the hemisphere.

The other element of an overall strategy in the hemisphere is NAFTA accession. Not only
are we moving to strengthen mutually beneficial ties across the hemisphere, but we are moving to
strategically influence the structure of those ties in the near term. NAFTA accession is central to
that objective. The hemisphere contains numerous sub-regional free trade arrangements reflecting
a diversity of objectives and traditions that are largely uninfluenced by the United States. In fact,
Latin America has a significant trade agreement history over the last four decades. In recent years
these efforts have become more comprehensive. For example, the Southern Common Market, or
MERCOSUR - which accounts for over half the gross domestic product of Latin America - is an
effort to create a customs union and eventually a common market. It is critical that the United
States contribute tangibly to this ongoing sub-regional process to balance and help shape the free
trade agreement agenda in Latin America. Only in this way will the United States ensure U.S.
exporters, service providers and workers a fair shake at the second fastest growing markets in the
world.

In addition, building a comprehensive trade relationship with Chile has broad strategic
trade policy attractions. Chile is negotiating a free trade agreement with MERCOSUR. Chile is
also a member of the APEC. Chile is both a trade policy gateway to MERCOSUR and South
America and the Chile's accession to the NAFTA will bring to four the number of APEC members
participating in North American free trade.

For many years the United States had a very limited trade relationship with Latin America,
one that held little promise for the future due to Latin America's inward looking economic and
trade policies. Now that has dramatically changed. A market-based economic policy
transformation, coupled with a renewed commitment to democracy has turned a region with little
promise into a region that inspires. Officials from the World Bank, for example, just issued a
report indicating that growth in Latin America could accelerate to more than six percent per year
over the next few years, thus providing significant new opportunities for our exporters. U.S.
exports to Latin America aiready approximate our exports to Western Europe, and if current
trends continue they will exceed those to Western Europe and Japan combined by the year 2010.
This upward trend and the opportunities that it has brought - over 600,000 higher than average
paying U.S. jobs since 1985 - will only be sustained with sound macroeconomic policymaking in
Latin America and the United States and an aggressive and ongoing effort to open closed markets
to the benefits of unimpeded trade. Many of our competitors, including the EU, have also noticed
the prospects for major trade gains and are acting to ensure their interests are protected with their
own trade agreement strategies with the region.

Chile is a country in which two successive Presidents have been committed to the pursuit
of a free trade area. No other country in Latin America has a better record of economic
accomplishment in the last ten years than Chile. If the United States seeks broadly to encourage
stable, growth-sustaining policies and the adherence to open markets there is no other country in
the region better qualified in which to build the strongest trade relations. Chile weathered a very
difficult period in the early 1980s characterized by dramatically reduced economic output and an
unemployment rate of 20 percent. It leamed valuable lessons regarding the management of its
economy which serve it well today. Chile's economic accomplishments are outstanding.

Let's examine some facts:

o Chile was recently voted by the highly regarded Davos Economic Forum the fifth
most competitivé emerging economy in the world;

[ Chile's average economic growth rate since 1985 has been over 6 percent putting it on par
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with the most dynamic economies of the Asian Pacific Rim,

o Chile's growth rate in the first quarter of this year was 6.6 percent, with inflation at 7 4
percent on an annualized basis continuing its downward trend and unemployment
continuing to trend downwards at 5.3 percent;

[ Chile's currency has been appreciating against the dollar;

[¢] Chile's market-based economic policies have lifted over one million people out of poverty
since the transition to democracy -- out of a total population of over 13 million;

o Chilé pioneered Latin America's comprehensive privatization efforts;

o Chile's national savings rate was a strong 24 percent of gross domestic product during the
1990-93 period, based in part on significant contributions from Chile's private social
security system,

o Chile's national investment rate was an astounding 27 percent of gross domestic product
during the 1990-93 period, the highest in the region,

o Chile has run a surplus in its national budget for eight straight years with public savings
accounting for almost five percent of gross domestic product in 1994 and its foreign
reserves are high and rising;

o Chile's financial system is strong - the Chilean banking sector averaged 19 percent
profitability on an annual basis over the last 10 years and Standard and Poor's
recognized its banking supervisory bureau as the best in Latin America;

o Chile's trade regime is characterized by a uniform tariff rate of 11 percent ad valorem
across the board with virtually no quantitative restrictions;

o Chile was the first developing country to bind its tariffs across the board in the Tokyo
Round of multilateral trade negotiations in 1979;

o Chile was an active contributor to the Uruguay Round of multilateral trade negotiations,

o Chile is a new and valued member of APEC; and

[ Chile has one of the most aggressive free trade agreement agendas in Latin America,
having concluded agreements (which address primarily tariffs and quantitative restrictions)
with Mexico, Colombia, Venezuela and Ecuador and less comprehensive agreements with
Argentina and Bolivia. In addition, and as indicated earlier, Chile is negotiating a free
trade agreement with the MERCOSUR, but has also proposed an agreement with the EU.

United States - Chile Trade. A Model

U.S. - Chile trade has increased dramatically. The vibrancy of the trade relationship is an

example we would hope to repeat across the region. U.S. exports to Chile quadrupled during
1985-94, growing from $682 million to $2.8 billion. Last year, the U.S. ran a trade surplus with
Chile of nearly $1 billion. During the 1992-94 period, U.S. exports of:

o]

o

motor vehicles increased 35 percent;

earth moving vehicles increased 46 percent,

computers and related equipment increased 28 percent;
telecommunications equipment increased S5 percent; and

medical equipment increased 33 percent.
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The A ion Negotiation:

Negotiating Chile's accession to the NAFTA will remove significant remaining barriers
that impede U.S. exports to Chile and thus further increase the potential for additional export
gains. The NAFTA and its related agreements cover a broad spectrum of disciplines and Chile's
adherence to these rules will help to upgrade trade and regulatory practices and policies in Chile
that will ensure a continually growing and mutually productive trade relationship.

In the best tradition of working in partnership with the Congress, we look forward to
discussing the issues relevant to this negotiation with this Committee and other relevant
Committees as we proceed.

Consistent with past practice for agreements subject to fast track, the Administration has
solicited the advice of the U.S. International Trade Commission on the economic implications for
the United States of Chile's accession to the NAFTA. We will consider the Commission's advice
carefully. We have also solicited and received advice from our official advisory committees,
including from the membership of the Advisory Committee on Trade Policy and Negotiations
(ACTPN) and the sectoral and functional committees. Our negotiators will continue to seek the
views of the advisory committees as we proceed. The Administration has also sought and
received advice from the public and welcomes any additional advice interested parties wish to
provide.

Based upon the President's joint statement of December 11, 1994 with the leaders of
Canada, Mexico and Chile, we have now officially launched the accession negotiations. In
announcing the formal commencement of talks in Toronto on June 7, Ambassador Kantor and his
counterparts set guidelines for negotiators from the four sides that will ensure a rapid and
successful launch. USTR will coordinate the negotiation effort working with an interagency team
reflective of the expertise of particular agencies and individuals. Consistent with the Ministerial
Guidance, for example, lead negotiators from the four countries will be exchanging tariff and
trade data by the end of this month. The first round of negotiations to discuss individual NAFTA
chapters will occur in July with talks commencing through the summer. Negotiators will report to
Ministers in September on progress achieved. Ministers will meet as necessary to assess the
progress and determine the next steps in the negotiations.

The Administration believes it essential the United States move forward in a timely and
constructive manner successfully to negotiate Chile's accession to the NAFTA and its related
agreements. We look forward to working closely with this Committee and others as we progress.

Conclusion

A free trade area with Chile is in our interest as well as Chile's. It will create jobs and
economic opportunities in both countries. It will strengthen our refationship with a key friend in
the Americas, and serve as a bridge to forging hemispheric prosperity.

Benjamin Franklin once said, “no nation was ever ruined by trade.” American workers
understand that. Americans do not fear open and fair competition. But we do insist that our
trade agreements are "single undertakings" where everyone plays by the same rules.

We ask for -~ we insist on -- a level playing field in trade because it is the right and fair
thing to do, and because it is in the best interest of all nations.

As a nation, we are at our best when we reach out and face new challenges. 1 look
forward to working with all of you in the days and months ahead as we strive to foster growth,
create jobs and lay the foundation for the 21st century. Thank you.
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Chairman CRANE. Thank you, Ms. Barshefsky.

I know it was December 7 when the three amigos of NAFTA
agreed to try and advance the idea of Chilean accession. I am curi-
ous, have our Mexican and Canadian negotiators counseled you in
any way about going slow on trying to get Chile into our free trade
agreement?

Ms. BARSHEFSKY. Not at all, Mr. Chairman. As you may know,
the four trade ministers, that is the trade ministers are our
NAFTA partners and the Chilean Finance Minister, met in Toronto
on June 7 to formally inaugurate the NAFTA accession talks. This
followed seven preparatory meetings between our working groups
for the negotiation, as wg’l as Canada’s, Mexico’s and Chile’s. We
all share a common mind that this accession is important and can
be done rapidly.

Chairman CyRANE What in your estimation will be the impact of
Chilean accession into a hemispheric free trade agreement with re-
gard to advancing U.S. and our neighbors’ interests, in contrast to
some of the subdivision that exists at least in South America right
now, MERCOSUR I am thinking of specifically? What significance
do you attach to this?

Ms. BARSHEFSKY. We think that it is very significant. Chile pro-
vides a potential bridge between the NAFTA partners and the
MERCOSUR partners. As we negotiate this arrangement with
Chile, Chile will also be negotiating with MERCOSUR. That pro-
vides some potential benefits.

In addition, as I have indicated, Chile’s accession demonstrates
that the United States is serious not only about hemisphere inte-
gration, but serious that the United States takes the lead in ensur-
ing that that process is to the benefit of open trade, of fair trade.

%hairman CrANE. We have heard testimony that at least implic-
itly tried to advance the argument that NAFTA in some way con-
tributed to the peso devaluation. Would you sketch for us briefly
the underlying causes of the peso crisis and, more importantly, why
it was not caused or made worse by our free trade agreement with
Mexico?

Ms. BARSHEFSKY. Mr. Chairman, I think the Treasury Depart-
ment could give you a much more accurate view of why the crisis
happened, and I do not feel as equipped in terms of macro-
economics to address that. But I can tell you what the NAFTA has
done in the wake of the crisis, that is that the NAFTA has provided
an underpinning to Mexican market openness with respect to Can-
ada and the United States.

When Mexico went through a similar peso crisis in 1982, it dra-
matically increased its tariffs, it nationalized its banks, it took over
a number of enterprises, and made a number of other protectionist
and market-distorting decisions. The NAFTA prevents that kind of
action being taken by Mexico, particularly in relation to U.S. ex-
ports and Canadian exports to Mexico.

The result that we see now is a Mexico that has tightened its fis-
cal policy, a Mexico that has continued the program of privatiza-
tion, rather than State control, and indeed accelerated its program
of privatization, a Mexico that has tried to shore up its short-term
debt through the facilities the United States and others have pro-
vided, a Mexico that has continued to implement the NAFTA, re-
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ducing tariffs and opening markets, and a Mexico that cannot turn
back the clock and become protectionist as it had in 1982.

NAFTA has never been a guarantor of Mexican economic per-
formance. If this crisis had happened and we did not have NAFTA,
our exports to Mexico would suffer, as would those of other coun-
tries, because of the reduced purchasing power of the average
Mexican. But NAFTA ensures that the free trade gains that we
have achieved are preserved, and it ensures that Mexico will re-
main on a market opening and market liberalization course.

Chairman CRANE. We will have testimony later that the chapter
19 dispute settlement procedure in the NAFTA should not be ex-
tended to Chile, and in my view the NAFTA panel process has been
largely successful and has worked fairly well to resolve trade dis-
putes between Canada and the United States. Can you address
some of the criticisms of chapter 19?

Ms. BARSHEFSKY. Yes, I can. Our view is that chapter 19 by and
large has worked very well and very smoothly, operating much as
it is intended to operate. There have been a few highly publicized
cases in regard to chapter 19 and some concerns raised, and there
is now a NAFTA working group that is looking at ways in which
to make chapter 19 more efficient and is also looking at questions
of ethical conflict on the part of panelists and how those kinds of
issues can be addressed more effectively.

But let me say a word about the importance of chapter 19 as we
look ahead into the hemisphere. The United States is no longer the
principal user of antidumping and countervailing duty measures.
The European Union takes such measures more frequently than
the United States. Mexico takes such measures more frequently
than the United States. Other Latin American countries are also
becoming more aggressive users of dumping and countervailing
laws, as indeed are some Asian countries.

The U.S. exporters need to be sure that, as we enter into these
agreements, they have an effective form for the redress of their
claims of nondumping or nonsubsidization. In addition, we need to
be sure that we are able to discipline other countries’ uses of dump-
ing and countervailing duty laws. Many other countries do not
have the legal tradition of due process and transparency that we
do in this country, and chapter 19 is very effective on both of those
scores.

Chairman CRANE. Thank you very much.

Mr. Gibbons.

Mr. GIBBONS. I am glad to hear you say the things you did about
chapter 19. I would only point out that one of the provisions of
chapter 19 was that we would sit down with the Canadians and ne-
gotiate a common set of antidumping and countervailing duty laws,
and that has never been successfully carried out. I do not want to
cast blame at anyone, but for a long time that attempt to get com-
mon antidumping and countervailing duty laws was postponed be-
cause of the World Trade Organization operation.

I think the time is now past when we have to hold our breath
about the World Trade Organization and we ought to go back and
very seriously try to work out a set of common agreements between
United States-Canada, United States-Mexico, United States-



26

anybody else as to what are the commonly accepted countervailing
and antidumping duty laws.

It may be that in actual practice that has all been superseded
by the World Trade Organization, but I think we need to work on
that subject matter a little, and I would call that to your attention
and ask you all to put that on the agenda. Perhaps, Mr. Chairman,
we may Kave some oversight hearings a little later on on that par-
ticular provision.

I am pleased with the way chapter 19 has worked. I think it
broke the deadlock between the United States and Canada, and I
think it is a good plausible way to solve our international disputes.
I recognize its shortcomings, as well as its attributes.

You all are doing a good job down there, Madam Ambassador,
and just keep up the good work.

Ms. BARSHEFSKY. Thank you very much, Mr. Gibbons.

May I say in response to your comments that there is a trade
remedies working group in the NAFTA that is looking at issues of
antidumping law and countervailing duties, and we would be
pleased to keep you and the subcommittee informed of the progress
of that group.

Mr. GiBBONS. Thank you.

Chairman CRANE. Thank you.

Mr. Hancock.

Mr. HaNcock. No questions.

Chairman CRANE. Mr, Ramstad.

Mr. RamsTAD. Thank you, Mr. Chairman.

It is refreshing when we can work together in a bipartisan prag-
matic way on these important trade issues. I wish that could per-
meate some of the other issue areas before Congress.

Let me ask you this, Madam Ambassador: How can U.S. nego-
tiators, in your judgment, best ensure that intellectual property
rights are protected with Chile as a partner in NAFTA?

Ms. BARSHEFSKY. Mr. Ramstad, I have spent some considerable
time on intellectual property rights issues. This is an area of grave
importance to the United States because of the lead that the Unit-
ed States has in so many areas of high-technology and the creativ-
ity of so many of our difterent industries, including in the copyright
sector.

There are a couple of points to be made here in connection with
Chile’s accession. First of all, we think through NAFTA accession
we will see some improvement in Chilean intellectual property
rights laws, particularly in the pharmaceutical sector, that we have
long sought. For example, pipeline protection—as well as the
length of the patent term—these are areas that are critical under
the NAFTA and are clearly spelled out there.

In addition we have the Uruguay round TRIPs agreement com-
ing into force. That will set in some areas higher standards than
in the NAFTA, and we are going to have to look at that carefully
to ensure that we capture the full benefit of all of the agreements
that we have previously negotiated in this area.

In addition, Chile is itse%f making moves to upgrade its intellec-
tual property rights regime, and %et me give you one example.
Chile’s patent law does not protect new plant varieties. There is a
convention, the UPQOV, International Convention for the Protection
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of New Varieties of Plants, on this issue and Chile was not a mem-
ber, and this was of great concern to us. Chile in October 1994
passed a law that would engender this kind of protection of new
plant varieties. They submitted documentation to the UPOV Con-
vention, and in April of this year has learned that their law is ac-
ceptable and would provide the kinds of protections that are nec-
essary.

So through NAFTA accession, through looking at the Uruguay
round gains and through Chile’s own unilateral actions to upgrade
its intellectual property rights regime, we expect to see significant
improvement, and that is what we will strive for.

Mr. RAMSTAD. I appreciate that response, Madam Ambassador.
Perhaps my next question does not meet the germaneness test, but
I cannot resist asking if you could provide us a brief update on the
trade talks with Japan.

Ms. BARSHEFsSKY. I am delighted to do that. Our negotiators will
meet in Geneva tomorrow and Friday. The Japanese and we have
agreed there are no preconditions to these talks, that is to say all
issues are on the table. We have indicated to the Japanese that we
expect these talks to be fully substantive, we expect the Japanese
to come forward with meaningful proposals which they have failed
to do for the last 20 months.

We have also emphasized to Japan, as President Clinton did with
Prime Minister Murayama in Halifax at the G-7 summit, that our
course is set, that if there is not an acceptable agreement by June
28, we will impose 100 percent tariffs on Japanese luxury vehicles.
We do not relish the thought of doing that. We would prefer a ne-
gotiated solution. We believe it possible at this point that Japan
would prefer a negotiated solution. We will strive for that in Gene-
va next week.

Mr. RaMsTAD. Thank you, Mr. Chairman.

Chairman CRANE. Mr. Matsui.

Mr. MaTsulL. Thank you very much, Mr. Chairman.

I would like to thank Ambassador Barshefsky for her testimony
today, and obviously for all the work she is doing both on this issue
and certainly the issue with respect to Japan at this particular
time. We really appreciate your efforts there.

I just have two series of questions. One is in terms of the fast
trac{( issue. We understand the Chilean Government has indi-
cated—I believe this was in Toronto in early June—that they really
want fast track before they will be willing to conclude any agree-
ment. Is that confirmed by your office? Second, where does that
place the negotiations?

I am assuming that we are going to get fast track this year, but
obviously that 1s not necessarily correct. Where does that place
these discussions? Are they preliminary, very preliminary now? Are
we looking at the end of this year? I do not mean to set a date,
but just some idea.

Ms. BARSHEFSKY. Mr, Matsui, first of all, your understanding is
correct with respect to the Chilean view. We intend to commence
formal negotiations mid-July, at which point we will begin the
process of data collection and data exchange in a range of areas.
We have set up working groups. They will each have a schedule.
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The working groups are based on the various NAFTA chapters, as
well as on the supplemental agreements.

While we do not need fast track to start these negotiations, as
we did not have fast track for the Uruguay round, as well as for
the Israel agreement, there is no question but that we will require
fast track authority to complete these negotiations and to move for-
ward to expand the NAFTA and to retain our leadership in hemi-
spheric integration.

Mr. MATsSUL Thank you. I have one final area, and this is on a
sector issue and it deals with California wine or wine in the United
States, as you put it, to be less parochial. During the NAFTA de-
bate, that 1ssue did come up, because the phaseout of the tariff in
Mexico was 10 years, and for Chilean wine it is 3 years. Many of
us who strongly supported NAFTA, with obviously the cooperation
of the administration, decided that we wanted that issue to be put
aside, and so in good faith all of us put this issue aside, much to
the concern, obviously, of the wine industry, both in Texas, Califor-
nia, and throughout the United States.

This issue now has become very critical, given the fact that Chil-
ean wine has come into the United States at a very high rate. We
all agree that free trade is very important, but we do not want to
protect barriers against our wine going out into Mexico, Chile, and
these other countries. I understand your office, you, and Ambas-
sador Kantor are working very diligently in trying to find some
way to open this issue up, and I understand B;e Mexicans have
been the problem. They do not want to open up NAFTA.

But I have to say that unless this issue is dealt with, there are
going to be a lot of Members, in California particularly, who will
be very unhappy, no matter how the agreement is crafted, and no
matter how important this is to the United States, Mexico, Canada,
and all the Western Hemisphere countries.

I am not speaking to you as much as I am trying to send a signal
to the Mexicans and also to the Chileans that this issue really
needs to be resolved in a satisfactory way, so that everybody can
claim a victory. If it is not, I am afraid it could create a substantial
problem for many of us who, although do not want to be seen as
protecting a sector, feel that equity must be done, particularly in
this area, since we did forego our efforts in 1993.

Ms. BARSHEFSKY. Mr. Matsui, let me say that your comments are
well taken and your attitude is well taken. This is a sector where
there is plainly a lack of balance and a lack of equity. There is a
problem with respect to the Mexican market, that is that Chilean
wine will enter the Mexican market beginning in 1996 duty free.
U.S. exports into Mexico of wine will not achieve duty-free treat-
ment until the year 2003, and our 1996 duties will be 16 percent.
This is an unacceptable situation. It is an inequitable situation.

We also have a question about the relative tariffs between the
United States and Chile, which is to say that the United States
tends to have lower tariffs with respect to wine imports than Chile
with respect to wine imports. That is also not an acceptable situa-
tion.

We will work very hard on this issue, not only because we do on
all sectoral issues, but because this is also an nequitable and un-
justifiable situation from the point of view of the United States. I
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believe that the Chileans understand the importance of this issue
to us. I believe Mexico is beginning to understand the importance
of this issue to us and to the smooth functioning of the NAFTA,
and we will be working with them on this issue and with you and
other Members of the California delegation on this issue.

Mr. MaTsul. Thank you very much.

Ms. BARSHEFSKY. Thank you.

Chairman CRANE. Mr. Zimmer.

Mr. ZIMMER. Thank you, Mr. Chairman.

Madam Ambassador, we will have testimony from business
groups later today that NAFTA accession negotiations for Chile
should not be a lengthy process because of Chile’s relatively open
market and the fact that NAFTA is already up and running. How
long does the administration estimate negotiations will take?

Ms. BARSHEFsSKY. I think it is difficult to give you an estimate,
Mr. Zimmer. When the United States entered free trade negotia-
tions with Israel, an economy even smaller than Chile’s, a popu-
lation much smaller than Chile’s, one would have thought this
would have been a negotiation that could have been concluded in
a matter of months. There was also uniform political support for
the negotiation.

The negotiation of the U.S-Israel agreement, which was all of
about 16 pages long in contrast to the NAFTA, took well over a
year to conclude. It is very difficult to put a timeframe on these ne-
gotiations. Obviously, we and Chile, Canada and Mexico would like
to proceed as quickly as possible, and obviously fast track will play
a role in this.

Let me say, though, that there are a number of issues we will
have to address with respect to Chile. You are right that Chile does
have generally an open economy, but it does retain an 1l-percent
stat{i;‘: tariff across the board that is four times the average U.S.
tariff.

There are sanitary and phytosanitary issues that arise, intellec-
tual property rights issues that arise, there are issues with respect
to potential subsidy practices by the Chilean Government, there
are also issues with respect to their procurement regime, their fi-
nancial services regime, investment regime, and market access
more generally.

So there is a lot of ground that we will have to cover. We are
very optimistic, and there is no question that the Chilean economy
at this juncture is far more open than the Mexican economy was
when we began NAFTA discussions, but there is still a lot of work
to be done.

Mr. ZIMMER. You alluded to fast track. In your opinion, how far
can trade negotiations with Chile progress without fast track nego-
tiating authority in place?

Ms. BARSHEFSKY, That is perhaps a question best directed to the
Chileans, in the sense that from the U.S. point of view we would
wish to go as far as possible to conclude an agreement. But I sus-
pect from the Chilean point of view that there will be great reluc-
tance to enter into sensitive areas, to the extent Chile does not
have the confidence that an agreement, once negotiated, will not be
renegotiated.
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Mr. ZiMMmER. Has the lack of fast track negotiating authority
hampered the U.S. efforts to achieve a Free Trade Area of the
Americas agreement by the year 20057

Ms. BARSHEFSKY. It has not at this juncture, but we are in the
process now of preparing for our Denver trade ministerial, which
will be the first ministerial under the Miami Declaration for a Free
Trade Area of the Americas by the year 2005. That ministerial is
next week. We will be forming working groups and setting out the
analytical base for hemispheric-wide negotiations on very short
order. Not having fast track will be an impediment to resolutions,
but not this year.

Mr. ZIMMER. Are there areas where the USTR can negotiate that
do not require fast track authority in order to implement the re-
sults?

Ms. BARSHEFSKY. To answer your question most accurately, I
would have to go through every area. There are areas in any trade
agreement that do not require changes to U.S. laws in any respect
and, therefore, arguably that would not require fast track. But
overall, as we look at these trade agreements, we see a hefty com-
ponent on market access which tends to be tariff related issues
which must have a statutory mandate and require statutory
change.

In addition, as we look at even a rules-based regime, whether it
is with regard to procurement or investment or other areas, we
often see the need to change or slightly amend U.S. law, and even
technical changes will require legislative authority.

Mr. ZiMmMER. Thank you.

Ms. BARSHEFSKY. Thank you.

Mr. ZMMER. Thank you, Mr. Chairman. I yield back.

Chairman CRANE. Mr. Coyne.

Mr. CoYNE. No questions, Mr. Chairman.

Chairman CRANE. Ms. Dunn.

Ms. DUNN. Thank you, Mr. Chairman.

Ambassador, I wonder if you would respond to some comments
that were made by one of the members of the congressional panel
earlier that concern me regarding stability of Chile. There was ref-
erence made to the current problems between the military and the
government, and I wonder if you would take a broad approach to
this, for example, letting us know the current state of their econ-
omy, their fiscal situation, their savings rate and that sort of thing,
because I would like to know in your mind what we are dealing
with in terms of stability of this nation.

Ms. BARSHEFSKY. I would be pleased to do that, because I dis-
agree with the comments made this morning. Chile has very sub-
stantial market-based economic reforms. It has been the pioneer of
a market-based system in Latin America going back 25 years ago.
This is not a recent phenomenon with Chile. This goes back many,
many years, well ahead of its time.

Chile went through a peso-type crisis of the kind Mexico is going
through now in 1982, and from that Chile learned many, many les-
sons, and let me indicate what those were. First of all, since that
time, Chile has moved to a competitive exchange rate policy pre-
mised on a basket of currencies. There are many who believe that
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had that been the Mexican policy, there would not have been a
peso crisis.

Chile coupled that move with impressive management of its
central government’s budget. We now have in Chile a budget sur-
plus 8 years in the running. I wish the United States were in that
position. Chile has an outstanding domestic savings rate far in ex-
cess of the United States, an extraordinarily high investment rate,
and much of this investment is long-term investment, not short-
term speculative investment. Chile’s reliance on foreign capital be-
cause of these policies has been dramatically reduced, and its mon-
etary policies generally have been designed to dampen inflation,
which the Chilean Government has done very, very well.

Chile is the first country in Latin America, including Mexico, to
be given an investment grade rating by the international financial
community. Its currency is appreciating against the dollar. It has,
as I said, a budget surplus. Its financial system is quite strong,
very profitable, and Chile is known to have tﬂe best banking super-
visory regime in Latin America.

So this is an economy that has been on the move for many, many
years. This is not a recent phenomenon. What we see because of
sound fiscal and monetary management is an economy that the
Davos Forum rates as extraordinarily impressive.

Ms. DUNN. Thank you very much.

I want to pick up on a theme that I heard from other members
of our panel, and that is the fast track negotiations. How flexible
is the administration as to what is going to be included in fast
track? We have talked about environmental issues, labor issues,
and so forth. I would like to know what the chances are of negotiat-
ing fast track, because I believe that predictability will assist us in
finally making this deal.

Ms. BARSHEFSKY. Ambassador Kantor testified extensively before
the committee on this issue, and as he indicated, and we have spo-
ken with Mr. Crane and others on the committee, the administra-
tion seeks to work in a bipartisan fashion with Congress to fashion
a fast track that suits all of our purposes.

Trade has long been a bipartisan issue. I believe that there is a
greater appreciation throughout the Congress now than ever before
at the importance of U.S. leadership with respect to market open-
ing and the importance that the U.S. economic health attaches to
global growth and access to foreign markets. Fast track is what
helps to assure that that will happen.

It has been our consistent position that the NAFTA is not only
the NAFTA, but also is its supplemental agreements on labor and
the environment. The Chilean Government has indicated a willing-
ness to enter into the supplemental arrangements, because bear in
mind that much of these arrangements have to deal with coopera-
tive efforts among the three countries and coordination among the
three countries, which is very, very important on these issues be-
cause they are trade related and do impact ultimately the fairness
of these trade agreements.

In addition, it has been our consistent position that no adminis-
tration should have its hands tied with respect to what it can and
cannot negotiate when one goes into a negotiation. Circumstances
change and economics change. It is critical that any administration
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always be in the position to bring home the best, the most com-
prehensive series of agreements possible, handling whatever the is-
sues may be that arise, whether competition policy, bribery, or any
other of these very important trade related issues, as well as trade
related environmental and labor issues.

We are also in a position in our own hemisphere where all 34 na-
tions have stressed the importance of labor and environmental is-
sues as we proceed to construct the Free Trade Area of the Ameri-
cas. It would be ironic if it was the United States that did not rec-
ognize the importance of these issues and that did not attempt to
work with the hemisphere in a cooperative way to move forward
on these issues as a free trade area formed.

So for all of these reasons, we would hope to have strong biparti-
san support. We want to work with the subcommittee and Mem-
bers of Congress to fashion a fast track remedy. There is no ques-
tion, it is important to U.S. leadership to have this fast track proce-
dural device, and there is also no question that it is equally
important for all of us to retain flexibility to ensure that our broad
economic interests can be served in these agreements.

Ms. DUNN. Finally, Madam Ambassador, I would like to ask you
about one of the comments you made having to do with Chile’s in-
terest in MERCOSUR and in dealing with those nations. You said
that you believe there could be potential benefits. Are you sa 'n%
then that that will not be a conflict to Chile’s accession to NAFyll‘A.

Ms. BARsSHEFSKY. I do not think there will be any conflict be-
cause Chile’s accession to the NAFTA will depend upon its ability
to adhere to NAFTA rules and disciplines. Those will not be
changed in any way because Chile is also in discussions with
MERCOSUR. But we do think that Chile provides a very important
psychological link, if you will, between NAFTA and MERCOSUR
potentially, and also that this allows the NAFTA partners and the
MERCOSUR partners, and perhaps ourselves, to achieve some
linkages between these trade agreements which at the end of the
day will be the single most important factor in achieving hemi-
spheric integration.

There is no question that if NAFTA and MERCOSUR cannot get
together in some productive way at the end of the day, this hemi-
sphere will not be fully integrated, the rules of trade will not be
uniform, market access will not be expanded in the way that it
should. So Chile helps provide this kind of early link and we would
look forward to ultimately NAFTA and MERCOSUR joint involve-
ment as we move forward with respect to the Free Trade Area of
the Americas.

Can I also say, with respect to your fast track questions and also
with respect to this last question, that this hemisphere has the
most active free trade history of any hemispheric region in the
world, and this hemisphere will not wait for the United States as
it integrates.

The 1ssue is not will the hemisphere form subregional groupings.
There are five major subregional groupings covering virtually all
countries in the hemisphere, of which NAFTA is only one. The
issue is will the rules of integration be direct and influenced heav-
ily by the United States. It is critical that those rules be influenced
heavily by the United States. It is critical that we exert leadership
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to ensure the levelest playingfield for our exporters and for our eco-
nomic growth.

Ms. DUNN. Thank you. I yield back.

Chairman CRANE. Mr. Payne.

Mr. PAYNE. Thank you very much, Mr. Chairman.

Thank you very much, Madam Ambassador, and all the staff of
the USTR for the good work that you do not only on this issue, but
many others.

You mentioned in your testimony that Chile was the bridge be-
tween the United States and South America and that this gave us
an opportunity to help ensure that that bridge was a good one, and
I think that is exactly right. I think we cannot help but be im-
pressed by what has gone on in Chile in terms of the economic and
societal successes in that country.

You talked about the process and the fact that next month the
USTR will lead an interagency task force or a negotiating team
that will begin negotiating the accession of Chile to the NAFTA. I
want to add my voice to others who have said that intellectual
property rights certainly should be at the very top of the list of the
issues that need attention in that negotiation.

You also, I think, recited a whole list of issues to Representative
Zimmer as you spoke to him, all of which are important. One which
I did not hear was the foreign direct investment, the impediments
that now exist to foreign direct investment such as the 1-year limi-
tation on capital repatriation, and certainly that is another issue
that will need attention.

I think, though, with the team that has been put together or is
being put together to negotiate, the experience of the team, that
this is an opportunity to not only conclude successfully Chilean ac-
cession, but it well could be the model for future accessions to the
NAFTA, and I think this is an opportunity for us to certainly get
it right and to help ourselves in the future.

I had one specific issue having to do with NAFTA which may
have some implications as it relates to Chile’s accession that I
would like to inquire about. For the past 2 years, the U.S. tire pro-
ducers have been seeking the elimination of some unfair trade bar-
riers that exist to U.S. made tires. Since the implementation of
NAFTA, there have been requirements that are at odds with
NAFTA, at odds with the requirements that existed before NAFTA
in Mexico, and these are things like unreasonable labeling and cer-
tification requirements.

I know you and USTR have been working on this issue and you
are aware of how much the industry has done to try to enter the
Mexican tire market. My question is, if you could just give us a
brief update on where this currently stands, and particularly what
did we learn from this and other processes like this that may have
some implications as it relates to Chile’s accession to the NAFTA.

Ms. BARSHEFSKY. Let me answer the second part of your ques-
tion first. The answer to the second part of the question—and I
think this was a sentiment expressed perhaps by Mr. Thomas and
others—is you have to get it right the first time. It is very hard,
if you do not have it right the first time, to go back and to fix what
was not fixed the first time.
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For that reason, we have undertaken with respect to the Chilean
accession an extraordinary amount of preparatory work relative to
the size of the economy to attempt to get it right the first time, to
avoid some of the problems that we have had with respect to the
NAFTA.

You will recall that when we took office, when this administra-
tion took office, the NAFTA was already concluded. It had already
been signed. While we had attempted in some areas to reopen the
agreement, we were unable to do that because there had already
been presidential signoff before Mr. Clinton took office. What we
hope to be able to do is not repeat that situation as we look toward
Chilean accession and as we look toward the creation of the Free
Trade Area of the Americas.

With respect to the tire issue, you are right, we have been work-
ing on this issue for some time now. We have talked to members
of our domestic industry about this to try and formulate an effec-
tive strategy. There are two principal problems. The first has to do
with the Mexican requirements that tire labeling be in Spanish. No
country in the world requires this. The standard is English, not
Spanish.

I have potentially a little bit of good news to report on that,
which is that we understand that Mexico will put out for public
comment the ability to label tires in Spanish, not by changing the
molds of the tires, which is a problem for our industry, but by
affixing a label, a gummed label to the tires which would be accept-
able to our industry. We are trying to determine now when will
this proposed rule change be published, how much time will be
open for comment, and so on and so forth. But we may be seeing
some movement there.

The second issue in which we have not seen any movement yet
has to do with third-party certification requirements in terms of
safety standards and so on. In the United States, companies self-
certify conformity with U.S. regulations, and this is a common
practice in other markets. But in Mexico, certification is com-
plicated by the fact that Mexican law requires these certifications
be conducted by a Mexican testing laboratory, and the Mexican lab-
oratory that is accredited to test is currently controlled by competi-
tive manufacturers of tires. Well, this is an unacceptable situation.

We have made several proposals to the Mexicans on this issue
which we coordinated with our industry. We have asked for re-
sponses in writing from the Mexican Government. We have yet to
receive written responses. But we are pursuing that and then we
will be working with the industry, and we will be pleased to work
with you on what our next steps are.

Mr. PayNE. Thank you very much.

Thank you, Mr. Chairman.

Chairman CRANE. Thank you, Ambassador Barshefsky. We look
forward to working with you and Ambassador Kantor as we con-
summate the negotiations with Chile to bring them into the free
trade agreement.

Ms. BARSHEFSKY. Thank you, Mr. Chairman.

Chairman CRANE. With that, the subcommittee will stand in re-
cess until 2 p.m.
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[Whereupon, at 11:55 a.m., the subcommittee recessed, to recon-
vene at 2 p.m., the same day.]

Chairman CRANE. The subcommittee, I am sad to say, is recon-
vening very belatedly and we do not, in the subcommittee, control
the action on the floor, but I understand Mr. Liebenow has to leave
in about 5 minutes. So we will proceed with you, first, Mr.
Liebenow, and I understand that you have a plane connection and
so you have to depart the subcommittee. But you may proceed.

STATEMENT OF LARRY A. LIEBENOW, PRESIDENT, QUAKER
FABRIC CORP., ON BEHALF OF THE U.S. CHAMBER OF
COMMERCE, AND THE ASSOCIATION OF AMERICAN
CHAMBERS OF COMMERCE IN LATIN AMERICA

Mr. LIEBENOW. Thank you, Mr. Chairman. Actually, that is ver
kind. I did manage to change the flight to slightly later on, so I will
be here a little bit longer.

Mr. Chairman, and the other members of the subcommittee, I am
Larry Liebenow, president of Quaker Fabric Corp., Fall River,
Mass. Quaker is a publicly owned textile manufacturer specializin
in upholstery fabrics for the United States as well as internationa
markets. With nearly 1,800 employees, Quaker Fabric has been
able to double its sales since 1990, in great part due to its develop-
ment of export markets, especially in Mexico and Latin America.

I am pleased to present this testimony in support of Chile’s ac-
cession to the North American Free Trade Agreement on behalf of
both the U.S. Chamber of Commerce where I serve as chairman of
the Western Hemisphere Task Force, as well as on behalf of the
AACCLA, Association of the American Chambers of Commerce in
Latin America.

Both the U.S. Chamber of Commerce and AACCLA strongly sup-
port Chile’s rapid accession to the core commercial principles in the
NAFTA. In the fall of 1992, the chambers’ board of directors called
for both congressional approval of the completed NAFTA and ex-
pansion of free trade to the entire hemisphere.

This commitment was reaffirmed last year when the creation of
a Free Trade Area of the Americas beginning with Chile’s prompt
accession to the NAFTA was voted a priority issue by the U.S.
Chambers membership.

Therefore, we are pleased that U.S. Trade Representative Mi-
chael Kantor has initiated negotiations with Chile, and we urge the
administration and this Congress to bring these negotiations to a
swift and successful conclusion.

Chile is one of the most dynamic South American markets for
U.S. exports and most widely acknowledged model for economic re-
form for emerging markets around the world.

NAFTA has been a winning proposition for the three original
partners. It has provided stability to Mexico in a time of crisis and
opened new markets for American, Canadian, and Mexican firms.
Expansion of this agreement to the rest of the hemisphere would
grant U.S. firms seeking opportunities in Latin America new access
to a rapidly expanding marketplace that likes to buy American
goods and services.

Furthermore, Chile’s accession would recognize that nation’s
commitment to free market economics, sending a signal of affirma-
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tion to the rest of the hemisphere. It would also help U.S. exporters
knock down remaining barriers to the Chilean market.

By further opening the Chilean market, the United States can
solidify its position as Chile’s leading trading partner. Between
1987 and 1993, U.S. exports to Chile grew more than 200 percent
due to unilateral market opening moves by the Chilean Govern-
ment. The negotiation and accession agreement would lock in ac-
cess to the Chilean market. This, in turn, would help maintain the
steady rise in U.S. exports and create jobs here at home.

Expanding NAFTA to Chile is also an important step toward cre-
ating a Western Hemisphere in which duties, subsidies, and non-
taritf barriers are eliminated and goods and services flow freely.
Wealth and jobs will be created while also making participating na-
tions more competitive in the global economy.

Indeed, adding Chile to the NAFTA is needed to ensure that the
eventual Free Trade Area of the Americas is based on the highest
possible standards. For example, in the area of telecommunications
services, Chile currently offers the most open and competitive envi-
ronment in the region, even allowing full access to its basic telecom
or its domestic long-distance market.

As part of the move toward market economies in the region,
countries are not only acceding to the GATT/WTO but also initiat-
ing ambitious free trade negotiations with their neighbors. Includ-
ing the NAFTA, over 23 recent bilateral and regional trade agree-
ments have been negotiated among the nations 1n this hemispﬁfare.

Chile has negotiated deals with Mexico, Colombia, and Ven-
ezuela; association negotiations with MERCOSUR, the common
market comprised of Argentina, Brazil, Paraguay, and Uruguay,
are currently under way.

Recognizing the move toward free trade across the globe, the 34
democratically elected leaders of this hemisphere who gathered for
the December Summit of the Americas agreed to form a Free Trade
Area of the Americas by the year 2005. In preparation for this his-
toric gathering, the U.S. Chamber of Commerce, AACCLA, and the
Council of the Americas summarized the views of the private sector
in this hemisphere in our Agenda for the Americas white paper.
This document called for a hemisphere-wide agreement based on
the core commercial principles of the NAFTA as a minimum for fu-
ture obligations. We were pleased that the hemisphere’s leaders
chose to incorporate many of our recommendations into the sum-
mit’s declaration.

In order to further the process of hemispheric integration and an-
ticipation, the first post-Summit of the Americas meeting of the
hemisphere’s trade ministers scheduled for later this month in
Denver, the same three organizations mentioned above collaborated
to compile a list of next-step recommendations to guide the min-
isters which I have attached to my written statement.

Mr. Chairman, we believe that Chile’s accession is a crucial first
step toward advancing the Summit of the Americas commitment.
This point cannot be emphasized enough—we must move quickly
with Chile as a first step toward expanding NAFTA across the re-

on.
While the United States is surely the market to which the entire
world seeks preferential access, no one should falsely assume that



37

the rest of the hemisphere will put integration on hold until the
United States is ready to move forward.

If we fail to engage the rest of the region, we will risk ending
up with a fragmented patchwork of trade rules across the hemi-
sphere which could limit access to those markets for U.S. business.

The experience of my own company, a mid-sized New England
textile mill, is representative of what opening trade in the hemi-
sphere can mean. Quaker Fabric is committed to maintaining its
high rate of growth and providing additional employment in south-
eastern Massachusetts. It is clear to us that this objective can only
be achieved by embracing opportunities to sell our products around
the world.

Now we are making that effort in our product development,
sales, and distribution systems and by making the necessary in-
vestments in our manufacturing facilities. We have demonstrated
we can do it, because while we have been doubling sales, we have
also increased exports to 20 percent of our total sales from virtually
nothing 5 years ago.

All we ask from our government is its help in eliminating market
barriers to our products and, in particular, the markets of Latin
America.

We do not, however, want to see our government link the reduc-
tion of trade barriers to other noncommercial issues. The United
States has rightly sought to cooperate with other countries in pro-
moting respect for worker rights and strengthening environmental
protection.

However, both AACCLA and the U.S. Chamber of Commerce
steadfastly oppose the use of trade negotiations and trade sanctions
to achieve international labor and environmental objectives. We be-
lieve that this approach could become a nontariff barrier to trade
within North America, particularly with respect to Chile or other
nations in this hemisphere with whom we do not share a common
border, as we do with Canada and Mexico.

Therefore, we strongly recommend that any labor or environ-
mental discussions with Chile be conducted on a separate track.
Any eventual agreements between our nations in these areas must
not. contemplate the use of trade sanctions for their enforcement.
So while we strongly support the approval of broad, fast track au-
thority for the President, this authority should be limited to com-
merce.

We would be forced to oppose any formulation of fast track nego-
tiations authority that contains linkage between trade, labor, and
environment as we did last summer.

Mr. Chairman, the U.S. Chamber of Commerce and the Associa-
tion of the American Chambers of Commerce in Latin America ap-
preciate the opportunity to share our views on this important objec-
tive. We look forward to working with the Ways and Means Com-
mittee, the Congress, and the administration to quickly negotiate
and implement an agreement to add Chile to the NAFTA.

I will be happy to answer any questions that you may have.
Thank you.

[The prepared statement and attachment follow:]
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STATEMENT OF LARRY A. LIEBENOW
PRESIDENT, QUAKER FABRIC CORP.
ON BEHALF OF THE U.S. CHAMBER OF COMMERCE
AND THE
ASSOCIATION OF AMERICAN CHAMBERS OF COMMERCE
IN LATIN AMERICA

June 21, 1995

_Mr. Chairman and members of the subcommittee, I am Larry Liebenow, President of
Quaker Fabric Corporation in Fall River, Massachusetts. Quaker Fabric is a publicly owned
fabric manufacturer specializing in upholstery fabrics for the United States as well as
international markets. With nearly 1,800 employees, Quaker Fabric has been able to double
its sales since 1990, in great part due to its development of export markets, especially in
Mexico and Latin America.

I am pleased to present this testimony in support of Chile’s accession to the North
American Free Trade Agreement (NAFTA) on behalf of both the U.S. Chamber of
Commerce, where I serve as Chairman of the Western Hemisphere Task Force, as well as on
behalf of the Association of American Chambers of Commerce in Latin America.

The U.S. Chamber of Commerce is the world’s largest voluntary business federation,
representing 215,000 businesses, 3,000 local and state chambers of commerce, 1,200 trade
and professional associations, and 72 American Chambers of Commerce abroad.

The Association of American Chambers of Commerce in Latin America (AACCLA)
represents the 22 American Chambers of Commerce in Latin America and the Caribbean.
AACCLA’s member AmChams represent over 16,500 corporations active in the region,
making the association the leading voice for American business operating in the region.

Both the U.S. Chamber of Commerce and AACCLA strongly support Chile’s rapid
accession to the core commercial principles of the NAFTA. The U.S. Chamber’s support
for negotiations with Chile dates back to the fall of 1992, when our Board of Directors called
for both Congressional approval of the completed NAFTA and expansion of free trade to the
entire hemisphere. More recently, creation of a Free Trade Area of the Americas, beginning
with Chile's prompt accession to the NAFTA, was voted a priority issue by the U.S.
Chamber’s membership for the 1995-1996 National Business Agenda.

We are pleased that United States Trade Representative Ambassador Michael Kantor
initiated formal negotiations with Chile on June 7, 1995. We urge the Administration and
this Congress to closely collaborate to ensure that these negotiations are brought to a swift
and successful conclusion.

NAFTA ACCESSION AND CHILE

Chile is one of the most dynamic South American markets for U.S. exports and the
most widely acknowledged model of economic reform for emerging markets around the
world. NAFTA has been a winning proposition for the three original partners. It has
provided stability to Mexico in a time of crisis; it has opened new markets for American,
Canadian and Mexican firms looking to expand their market share. Expansion of this
agreement to the rest of the Hemisphere would grant companies across the region, especially
U.S. firms already seeking opportunities in Latin America, new access to a rapidly
expanding marketplace that has historically been predisposed to buy American goods and
services.
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As a first step toward the creation of a Free Trade Agreement of the Americas,
Chile’s accession would recognize that nation’s commitment to free market economics, while
at the same time help U.S. exporters knock down the final barriers in reaching the Chilean
market. Elimination of tariffs, improvements in intellectual property rights protection and
the elimination of some remaining investment barriers would present substantial new
opportunities for American firms of all sizes.

By further opening the Chilean market, the United States can solidify its position as
Chile’s leading trading partner. Between 1987 and 1993, U.S. exports to Chile grew more
than 200%, largely due to unilateral moves by the Chilean government to open its economy.
Now, the negotiation of an accession agreement would lock into place access to the Chilean
market, thus helping to maintain the steady rise in U.S. exports, which creates jobs here at
home.

NAFTA's disciplines cover all aspects of trade and investment, from agriculture to
standards to national treatment. Expanding NAFTA to Chile is an important step toward
creating a Western Hemisphere in which duties, subsidies and non-tariff barriers are
eliminated, and goods and services flow freely from one nation to another. By creating such
an environment, wealth and jobs will be created across the region, while also making
participating nations more competitive in the global economy.

Chile is Latin America’s most open economy. By "locking in" Chile’s favorable
rules in a trade agreement, we will be paving the way for future free trade agreements
benchmarked on NAFTA's already high standards. Indeed, adding Chile to the NAFTA is
the single concrete step needed to ensure that an eventual Free Trade Area of the Americas is
based on the highest possible standards. For example, in the area of telecommunications
services, Chile currently offers the most open and competitive environment in the region,
even allowing full access to its basic telecom (domestic long distance) market.

EXPANDING NAFTA TO THE REST OF THE HEMISPHERE

Over the last decade, nation after nation within Latin America has implemented
market-based economic reforms that have opened once virtually closed economies to U.S.
goods and services providers of all sizes.

As a result, the potential for expanded U.S. trade and investment throughout the
Western Hemisphere is enormous, despite the short-term effects of the Mexican peso crisis
on currency and financial markets. By 1994, trade between the United States and Latin
America exceeded $125 billion and had grown 46% over the previous four years. The 340
million consumers and $1.3 trillion GDP of the Latin American region offer enormous
opportunities for U.S. exports of goods and services. In gauging this potential, the
Department of Commerce has estimated that by 2010, U.S. exports to Latin America will
exceed our exports to Europe and Japan combined.

As part of this move toward market economies, countries in the region have realized
the benefits of fair and open trade by acceding to the GATT/WTO and initiating negotiations
to reduce trade barriers with their neighbors in order to spur economic growth. Including
the NAFTA, over 23 recent bilateral and regional trade agreements have been negotiated
among the nations in this hemisphere. Chile has been no exception; to date, it has negotiated
deals with Mexico, Colombia, and Venezuela, while association negotiations with Mercosur
(the common market comprised of Argentina, Brazil, Paraguay and Uruguay) are currently
underway.

The nations of Latin America strongly supported President Bush’s call in 1991 for a
free trade zone stretching from Alaska to Argentina. Nearly every nation in the region
strongly supported the North American Free Trade Agreement, which they view as the first
step toward eliminating trade barriers across the entire hemisphere.

At last December’s Summit of the Americas, the 34 democratically elected leaders of
this hemisphere built on the successful implementation of NAFTA and the WTO by agreeing
to form a Free Trade Area of the Americas by 2005. Furthermore, they agreed to make
substantial progress toward this goal by the year 2000. While this is admittedly an ambitious



40

goal, it is certainly not an impossible one. However, in order to accomplish it, the United
States cannot afford to hesitate to make concrete progress toward establishing a hemisphere-
wide free trade area, as mandated in the Summit Declaration.

Last year, in preparation for the Summit of Americas, our organizations gathered the
views of the private sector in this hemisphere to produce the "Agenda for the Americas,”
co-authored by the U.S. Chamber of Commerce, AACCLA and the Council of the Americas,
The document called for a hemisphere-wide agreement based on the core commercial
principles of the NAFTA as a minimum for future obligations in each of the 13 areas
outlined for free trade negotiations in the Summit of the Americas declaration.

‘We were pleased that the hemisphere’s leaders chose to incorporate many of our
recommendations into the Summit’s declaration. We were especially pleased that they agreed
to "maximize market openness through high levels of discipline” in 13 areas, all of which are
the basic disciplines included in the NAFTA agreement: tariff and non-tariff barriers
affecting trade in goods and services; investment; intellectual property; dispute resolution;
agriculture; subsidies; technical barriers to trade (standards); rules of origin; safeguards; anti-
dumping and countervailing duties; sanitary and phytosanitary standards and procedures;
dispute resolution and competition policy.

In order to further contribute to the process of hemispheric integration and in
anticipation of the first post-Summit of the Americas meeting of the Hemisphere's Trade
Ministers scheduled June 29-30 in Denver, Colorado, the same three organizations mentioned
above collaborated to compile a list of "next step” recommendations to guide the ministers. I
have attached these most recent recommendations to this testimony so that they can also
provide guidance to this subcommittee.

Mr. Chairman, we believe that Chile’s accession is a crucial first step toward
advancing the Summit of the Americas commitment. By adding a fourth partner to NAFTA,
we can send a signal of our willingness to create a Hemisphere where goods, services, and
investments flow without unnecessary impediments. This point cannot be emphasized
enough--we must move quickly with Chile as a first step toward expanding NAFTA across
the region and sustaining momentum for free trade in the region.

In order to avoid being left behind as the rest of the region seeks to integrate, the
United States must move in a swift and decisive manner. While the United States is, without
a doubt, the market to which the entire world seeks preferential access, no one should
falsely assume that the rest of the hemisphere will put integration "on hold" until the United
States is ready to move forward. If we fail to engage the rest of the region in a plan to
implement the Summit of the Americas declaration, we will risk ending up with a fragmented
patchwork of trade rules across the Hemisphere, which could make NAFTA expansion even
more difficult and limit access to those markets for U.S. businesses.

CHILE ENJOYS BROAD-BASED SUPPORT

Chile’s NAFTA accession negotiations - and the subsequent approval by the U.S.
Congress -- need not be a contentious or lengthy process. Chile’s relatively open economy
leaves few obstacles for United States negotiators. Chile’s progress in becoming an
internationally competitive economy is often held up as a model for development and growth
across the political spectrum in the United States.

For all of the above reasons, we urge the U.S. government to quickly move forward
to initiate and complete negotiations for Chile’s accession to the NAFTA.

QUAKER FABRIC AND LATIN AMERICA

The experience of my own company, a mid-sized New England textile mill, is
representative of what opening trade in the hemisphere can mean. Quaker Fabric is
committed to maintaining its high rate of growth and providing additional empioyment in
Southeastern Massachusetts. It is clear to us that this objective can only be achieved by
embracing those opportunities that exist to sell our products around the world. We are
making that effort in our product development, sales and distribution systems, and by making
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the necessary investments in our manufacturing facilities. We have demonstrated that we can
do it because, as we have doubled total sales, we have also increased exports as a percentage
of total sales to 20 percent in 1994 from virtually nothing five years ago. All we ask from
our government is its help in eliminating market barriers to our products and, in particular,
the markets of Latin America. Your help, in turn, will enable us to continue growing and
providing additional employment in a region of our country which very much needs it.

THE NAFTA SIDE AGREEMENTS

The United States has rightly sought to cooperate with other countries in promoting
respect for worker rights and strengthening environmental protection. However, both
AACCLA and the U.S. Chamber of Commerce steadfastly oppose the use of trade
negotiations and trade sanctions to achieve international labor and environmental objectives.
Although the final NAFTA side agreements were an improvement over the original Clinton
Administration proposals, we continue to believe that this approach could become a non-tariff
barrier to trade within North America. We especially question the wisdom of extending this
approach to Chile or other nations in the hemisphere with whom we do not share a common
border, as we do with Canada and Mexico.

Making trade cooperation contingent upon reaching agreement on complex labor and
environmental issues would create a climate of uncertainty for business and would delay or
otherwise jeopardize our ability to achieve vital market-opening agreements with other
nations. Furthermore, linking labor and environment to trade makes it more difficuit and
more time-consuming to achieve labor or environmental cooperation than would be possible
through separate negotiations.

We therefore recommend that any labor or environmental discussions with Chile be
conducted on a separate track and that any eventual agreements between our nations in these
areas not contemplate the use of trade sanctions for their enforcement.

FAST TRACK

Fast-track authority is essential if the United States is to pursue international trade
agreements. It was critical 'to the implementation of the NAFTA and the GATT Uruguay
Round Agreement. And it will be critical to the successful conclusion of our negotiations
with Chile. While we strongly support the approval of broad fast track authority for the
President, this authority should be limited to commerce and not also require the resolution of
non-commercial issues. As we did last summer, we would be forced to oppose any
formulation of fast track negotiation authority that contains such linkages.

CONCLUSION

Mr. Chairman, we appreciate the opportunity to share the views of the U.S. Chamber
of Commerce and the Association of American Chambers of Commerce in Latin America on
this important objective. We look forward to working with this Subcommittee, the Congress
and the Administration to quickly negotiate and impl t an agr to add Chile to the
NAFTA. I look forward to the opportunity to answer any questions.
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Attachment

Private Sector Recommendations for the
First Summit of the Americas Trade Ministerial
June 29-30, 1995
Denver, Colorado

In the first milestone meeting following the historic Summit of the Americas, the Trade
Ministers of 34 countries of the Western Hemisphere will meet in Denver, Colorado, on June
29-30. The ministers are charged with setting a course to achieve the Summit’s stated goal of a
Free Trade Area in the Americas. The Denver meeting should assess progress and establish
interim goals and deadlines through the end of the millennium.

In preparation for the Summit of the Americas, the Chamber of Commerce of the United
States of America, the Association of American Chambers of Commerce in Latin America
(AACCLA), and the Council of the Americas issued an Agenda for the Americas, which
enumerated a series of private sector goals and priorities for liberalizing trade and investment in
the Americas. This effort made a useful contribution to the discussions and decisions of the
hemisphere’s political leadership at the Summit.

On the occasion of the annual meetings of the Council of the Americas and the
Association of American Chambers of Commerce in Latin America in Washington, D.C., May
22-25, 1995, and specifically in regard to the Denver Trade Ministerial, these same three
American business associations recommend that the ministers:

L Reaffirm the essential goal of establishing a Free Trade Agreement of the Americas
(FTAA) no later than 2005, to be substantially accomplished by 2000, starting with
Chile’s accession to the NAFTA by 1996.

[ Agree that the FTAA will be based on the most rigorous levels of trade discipline
existent in the hemisphere, as detailed in the Action Plan of the Summit Declaration,
specifically in regard to: elimination of tariff and non-tariff barriers, services,
agricultural products, intellectual property rights, government procurement, subsidies,
investment, safeguards, rules of origin, and dispute resolution mechanisms.

L Establish specific hani for ongoing private sector participation in the post-Summit
efforts to create the FTAA.

e  Affirm that in seeking the reconciliation of the some 23 subregional and bilateral trade
agreements now in place, governments must strive for the highest standards of discipline
and liberty, and that a process and timetable be established to accomplish that goal.

[ Affirm, as a compl to trade liberalization, a continuing commitment to the
liberalization of private investment regimes, including: accelerated privatization of
government-owned enterprises; equal treatment of both foreign and domestic investors;
and the opening up to private investment of sectors, which in some countries are
currently reserved for government or national ownership, such as energy and
telecommunications.

. Agree to standardize and simplify customs procedures and to harmonize government
standards, testing, and certification requirements.

L] Affirm the importance of judicial and regulatory reform and the establishment of systems
which assure transparency and advance notice to the maximum extent possible in respect
of all trade, financial and investment measures by governments.

L] Ensure that appropriate legislative procedures exist in each country to permit the timely
approval of an FTAA as negotiated.

We take the opportunity of the upcoming Trade Ministerial to declare our strong support
for this process, and to commend the governments of the Americas for initiating and
participating in this worthwhile effort. Democratic government, private enterprise and free
trade comprise the basis for freedom and prosperity. We welcome the opportunity to participate
in the Summit’s efforts to enlarge these areas of human endeavor.
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Chairman CRaANE. Thank you, Mr. Liebenow, and now Ms. Urzud
and I want to thank you so much for the inconveniences you have
suffered because you flew, I understand, all the way up from
Santiago for our hearing, and we are grateful to have you here.

STATEMENT OF BARBARA URZUA, EXECUTIVE VICE
PRESIDENT, FREE TRADE AGREEMENT OFFICE, AMERICAN
CHAMBER OF COMMERCE IN CHILE

Ms. UrzUA. Thank you, Mr. Chairman.

I thank you for the opportunity to testify. I am here today in rep-
resentation of the AmCham-Chile, American Chamber of Com-
merce in Chile. We represent 1,350 members from both U.S.-owned
companies doing business in Chile, and Chilean businesses that ei-
ther trade with the United States or represent a U.S. company in
the Chilean territory.

For the American business community, securing markets in
Latin America is a priority. More so if we look at the tremendous
increases that U.S. exports have experienced in the region. From
1985 to 1994, exports to Latin America and the Caribbean more
than doubled, a growth rate three times that of total U.S. exports.
By the end of 1995 it is expected that U.S. exports will reach close
to $100 billion.

First, I would like to focus on what are the benefits for the Unit-
ed States from Chile’s accession to NAFTA. Chile is the economic
model among developing countries. Its accession to NAFTA will
give concrete and permanent backing to Chile’s democratic system
and free market economy. The U.S. recognition to Chile is impor-
tant for the U.S. policy in Latin America.

Many U.S. companies successfully do business in Chile and
would like to expand their success story to other Latin America
countries that have yet to undertake the needed economic reforms.
Chile’s accession to NAFTA is a clear signal to those countries that
economic reforms must be in place in order for them to become ac-
cepted into NAFTA or the Free Trade Area of the Americas.

In tariff reductions, alone, U.S. exporters to Chile would benefit
by approximately $260 million annually. Total U.S. exports to
Chile in 5 years could grow to $3.5 billion annually. AmCham-Chile
is convinced that Chile’s accession to NAFTA would give additional
impetus to the growing Chilean economy and would contribute to
additional growth in U.S. exports of goods and services.

In support of this conclusion, our member companies in the past
have shown in polls that over 80 percent believe that their com-
pany would benefit from Chile entering a free trade agreement
with the United States.

I would like to provide you with some quotes from some of the
U.S. multinationals doing business in Chile. The first is General
Motors. They say, “We strongly support Chile’s accession to
NAFTA. Accession to NAFTA by Chile would provide American
companies preferential access to this dynamic and rapidly growing
market. Importantly, Chile’s accession to NAFTA would provide a
southern anchor to the agreement, facilitating progress toward
hemisphere-wide free trade agreement.”

Marco Chileana, this is a g:aattle-based company, they say, “We
export technology, know-how, and materials from the United States
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into Chile. More recently we have diversified into mining, lumber
and pulp, transport, and steel. From a purely commercial stand-
point, Chile’s access to NAFTA will make U.S)., goods and services
more competitive in this market.”

We have similar quotes from others such as Citibank, American
Airlines, Phelps Dodge, Exxon, and Procter & Gamble.

More broadly, Chile’s accession to NAFTA will demonstrate the
U.S. commitment to expanding world trade. Coming on the heels
of NAFTA, it clears a way for region-wide agreements and reveals
to other countries in the hemisphere the soundness of a hemi-
sphere-wide trading system.

On Chilean economic performance, in 1994 Chile completed more
than 12 years of continued and strong growth. Between 1990 and
1993, Chile’s Frowth rate averaged 7 percent, while the world econ-
omy grew only at 1.8 percent. The strong growth performance of
Chile has been the result of high savings angT investment rates and
fast productivity growth. Chile’s investment rate is the highest in
the region.

Most capital inflows have been used to finance investment. Since
1990, the stock of foreign direct investment has doubled. Macro-
economic policy has contributed to the achievement of fast and sus-
tainable growth. Chile has run budget surpluses since 1990 and for
most of the last 20 years. In 1994, public savings, current incomes
minus current spending, reached 4.9 percent of GDP.

Monetary policy, in turn, managed by an independent central
bank, has been geared to achieve price stability. Chile’s financial
system is strong and has low levels of risk. Standard and Poor’s
has described Chile’s banking supervisory bureau as the best in
Latin America. Chilean banks have strong balance sheets and in
the last 10 years profitability has averaged 19 percent.

Chile has maintained an open trade and investment regime with
other countries for many years. Since 1976, it has applied a uni-
form tariff system to imports, excluding certain automobiles and a
few products in the agricultural area. Since 1991, the general tariff
rate stands at 11 percent. All products domestically produced or
imported are subject to an 18-percent value-added tax.

Chile has signed bilateral trade agreements with Mexico and Ar-
gentina in 1991, with Bolivia, Venezuela, and Colombia in 1993,
and is currently negotiating one with Peru. Chile has also deep-
ened its relations with the Asian nations. In November 1993, Chile
was accepted as a member of APEC,

Chile welcomes foreign investment. Chile has developed a trans-
parent investment policy that benefits the domestic and foreign pri-
vate sectors participation alike. Generally Chile offers no subsidies,
concessions, or other incentives to attract investment. An exception
to this rule has been the law 701 of 1976 that promotes forestry
development by returning 75 percent of the planting expenses to
investors. This incentive, however, is available to both local and
foreign investors.

The DL 600 has set a standard in Latin America, becoming a
model for many countries in the area. The law offers a nondiscrim-
inatory treatment, a simple registration procedure, transparent
rules, open access to markets and sectors, and liberal profits and
capital remittance rules. The distinctive feature of the law is a
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signing of a contract in which the investor and the Chilean Govern-
ment agree on obligations and rights for both parties.

I see that my time is almost up so I will go into my conclusion.
Chile is a leader in Latin America in terms of market-based re-
forms, its transition to democracy, its present economic indicators,
and its continuous growth.

Because of its leadership role, Chile has been regarded by not
only its neighbors in the Western Hemisphere, but also by other
countries as a model for economic development.

Chile’s accession to NAFTA will benefit Chile and the NAFTA
member countries. It is an important step toward the larger goal
of a free trade zone encompassing the Western Hemisphere. '%his
holds great promise for the United States generally and for the ex-
pansion of U.S. exports.

Admitting Chile promptly will send a signal to the rest of the re-
gion that sound economic policies and a strong democracy—lower-
ing inflation, eliminating public debt, and subsidies, privatizin
state-owned industries and cutting tariffs—will be recognizeg
through closer economic ties with North America. If Chile cannot
qualify for NAFTA membership, no nation can.

In order for the administration to successfully conclude Chile’s
accession to NAFTA, fast track negotiating authority must be
granted. Failure to approve fast track authority this year will set

ack Chile’s accession to NAFTA until 1997, losing 2 more years
notwithstanding the firm commitments made by both Presidents
Bush and Clinton.

We ask for your support, as well as your assistance in persuad-
ing other Members of Congress to appreciate the importance of fast
track in order to conclude Chile’s accession to NAFTA this year.

Mr. Chairman, thank you, very much.

[The prepared statement and attachments follow:]
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STATEMENT OF BARBARA URZUA
ON ACCESSION OF CHILE TO THE NORTH AMERICAN FREE
TRADE AGREEMENT

Mr. Chairman, thank you for the opportunity to testify on
what we, the American Chamber of Commerce in Chile, consider
to be one of the most important steps towards establishing a
hemispheric trade agreement by the year 2005,

Chile's accession to NAFTA, is without doubt an important step
towards this ambitious goal which was set forth by the 34 Heads
of State of the Americas in Miami last December.

t am here today on behaif of AMCHAM-CHILE,
The American Chamber of Commerce in Chile, a 76 year old
entity that currently consists of 518 corporate members and 1350
individual members. Our members are both U.S, owned
companies doing business in Chile, and Chilean businesses that
either trade with the U.$. or represent a U.S, company in the
Chilean territory. Our members represent 85% of the U.S.
investment in Chile. The chamber is therefore uniquely situated
to provide you with a description of actual experiences of U.S.
businesses operating in Chile.

For the American business community, securing markets in
{atin America is a priority, more so If we look at the tremendous
increases U.S. exports have experienced in the region. From
1988 to 1994, exports to Latin America and the Caribbean more
than doubled, a growth rate three times that of total U.S. exports.
By the end of 1995 it is expected that U.S. exports will reach
close to US$ 100 billion.

The U.S. Chamber of Commerce in its "National Business
Agenda 95-96" stated: “The opening of markets around the world
is crucial to U.S. firms seeking to grow, Latin America is one of
the fastest growing markets...The U.S. Department of Commerce
projects that by the year 2010, U.S. exports to the region will
exceed our exports to Europe and Japan combined."”
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I, THE BENEFITS TO THE UNITED STATES FROM CHILE'S
ACCESSION TO NAFTA

Chile is an economic model among developing countries.
Its accession to NAFTA will give concrete and permanent backing
for Chile's democratic system and free market economy. The
United States' recognition of Chile's economic accomplishments
is an important reinforcement for U.8. policy objectives
throughout Latin America.

Many U.S. companies successfully doing business in Chile
would like to expand their Chilean success story to other Latin
American countries that have yet to undertake the needed
economic reforms. Chile's accession to NAFTA is a clear signal
to those countries that economic reforms must be In place in
order for them to become accepted into NAFTA OR THE FREE
TRADE AREA OF THE AMERICAS,

In tariff reductions alone, U.S. exporters to Chile would
benefit by approximatety US$ 260 million annually. Total U.S.
exports to Chile in 5 years could reach 3.5 billion dollars per year.

Amcham-Chile is convinced that Chile's accession to
NAFTA wouid give additional impetus to the growing Chilean
economy and would contribute to additional growth in U.S.
exports of goods and services. In support of this conclusion
over 80% of our member companles in the past have shown in
polls that their company would benefit from Chile's entering a
free trade agreement with the U.S.

Chile's accession to Nafta provides a unique opportunity for
the United States to set a high level of standards for future
countries that will follow in this trade integration process. Also,
it "locks in" significant reforms that have been made and which
open access for U.S. companies in Chile,

More broadly, Chile's accession to NAFTA would
demonstrate the United States' commitment to expanding world
trade. Coming on the heels of NAFTA, it ciears the way for
region-wide agreements and reveals to other countries in the
hemisphere the soundness of a hemisphere-wide trading system.
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It. CHILEAN ECONOMIC PERFORMANCE.-

In 1994 Chile completed more than 12 years of continued
and strong growth. Between 1980 and 1993, Chile's growth rate
averaged 7%, while the world economy grew at 1.8%.

The strong growth performance of Chile has been the resuit
of high savings and investment rates and fast productivity
growth. National savings, as a percent of GDP, reached over 25%
both in 1993 and 1994, the highest rate in the world. Investment
reached 27% of GDP, the highest in the region. Chile has
successfully attracted long term capital investment from around
the world and has generated a very sophisticated domestic
capital market. The stock of foreign direct investment has
doubled since 1990.

Macroeconomic policy has contributed to the achievement
of fast and sustainable growth. Chile has run budget surpluses
since 1990 and for most of the last 20 years. In 1994, public
savings, (current Income minus current spending), reached 4.9%
of GDP. Monetary policy, in turn managed by an independent
Central Bank, has been geared to achieve price stability.

Chiie's current regerves equal to more than one year of
imports. The massive capital inflows in the 1990's are the result
of very good investment opportunities, not the need to finance a
growing current account. Policy measures such as the
privatization of the national pension system have encouraged
domestic investment.

The process of privatization of pension funds started in
1981 and It deserves a very speclal comment. Each affiliated
citizen has his or her own personai account. The funds are
administered by private Administration companies. The
benefactor elects his or her Administrator company and can
transfer from one company to another at any point in time.

Today the fund has accumulated over $ 22 billlion doliars,
equivalent. to_approxlmately 50% of the country's GDP, and has
been crucial in the growth of the very sophisticated local capital
market. The yleld forecasted when the process was initiated was

4% annual return, over infiation. However, the actual yield has
been 11% annually,

Chile's financial system is strong and has low levels of risk.
Standard and Poors has described Chile's banking supervisory

bureau as the best in Latin America. Chilean banks have stron
. g
11’;;2"00 Sheets, and in the last 10 years profitability has averaged
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lIl. CHILE'S OPEN TRADE POLICY.-

Chile has maintained an open trade and investment regime
with other countries for many years. Since 1976, Chile has
applied a uniform tariff system to imports, excluding automobiles
and a few products in the agriculture area. All tariffs had been
GATT-bound at 35%. Now Chile has reduced its tariff binding
down to 25 percent as a result of the recently completed Uruguay
Round.

In 1991 the general tariff rate was unilaterally reduced and
now stands at 11 percent. All products domestically produced or
imported are subject to the 18 percent Value Added Tax (VAT).
The VAT applies over the CIF value of the imported goods, pius
the 11 percent tariff rate. Capital goods imports can defer duties,
interest free, for up to 7 years, when used in export production.

To resolve claims of monopolistic behavior, dumping and
other distortions to trade, an Antimonopoly Committee has been
established in Chile. In the external front, the trade remedies
available to the committee are surcharges, minimum customs
values, countervailing duties, antidumping fees and import price
hands. Import price bands apply only to wheat, fiour, sugar and
vegetable oil.

During the past 15 years Chile has actively promoted an
economic and trade integration policy to support the
development of its export orlented economy. Chile has signed
bilateral trade agreements with Mexico and Argentina in 1991,
Bolivia, Venezuela and Colombia in 1993 and is currently
negotiating one with Peru, (Some of these are more
comprehensive than others).

Chile has also deepened its reiations with Asian nations. in
November 1993, Chile was accepted as a member of the Asia
Pacific Economic Cooperation Forum (APEC).

To ease and promote trade relations with other countries,
Chile has made specific efforts to improve legislation on
intellectual property. The 1991 Industrial Property Law increased
the protection of the industrial patents from 10 to 15 years from
the date of the grants. However, it did not consider protection for
pharmaceutical patents filed before the publication of the law. In
1992 the copyright protection terms was extended to 50 years, up
from 30 years. This law also provides for the protection of
registered trademarks. Local use of the mark is not required for
registration.
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V. CHILE'S WELCOMING FOREIGN INVESTMENT POLICY.-

Chiie has developed a transparent investment policy that
benefits the domestic and forelgn private sector participation
alike. Generally, Chile offers no subsidies, concessions or other
incentives to attract investments. An exception to this rule,
however, has been the law 701 of 1976 that promotes forestry
development by returning 75 percent of the planting expenses to
investors. This incentive is equaily available to both local and
foreign investors.

Chile maintains a welcoming attitude towards foreign
investors. Two legal bodies support foreign investment in the
country, the Foreign Investment Statute Law 600 (DL 600 for
short) which has been in effect since 1974, and the regular
Chapter 14 of the Central Bank's foreign exchange regulations.

The DL 600 has set a high standard in Latin America,
becoming a model for many countries in the area. The law offers
a non-discriminatory treatment, a simple registration procedure,
transparent rules, open access to markets and sectors, and
liberal profits and capital remittance rules. The distinctive feature
of the Law is the signing of a contract which the investor and the
Chilean government agree on obligations and rights for both
parties. Two tax treatments on profits are available to investors:
a fixed tax rate or the tax rate applying to local companies, which
may be changed. There is an additional tax on remittances.

The DL 600 law has continued to be liberalized. The latest
changes were made in 1993 when the repatriation of the invested
capital was reduced from a waiting period of 3 years to 1 year.
Also, the fixed tax rate alternative on profits was reduced from 49
10 42 percent.

Chile today enjoys the highost foreign investment rate per
capita compared to all other Latin American countries.

Chlie is not only a reciplent of forgign investment. As the
economy has grown, Chilean firms have increased their
investment in other Latin American countries, especially
Argentina and Peru.
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V. CHILE'S SOUND MONETARY POLICY.-

The Central Bank develops a monetary policy by targeting
real interest and exchange rates. Interest rates are determined by
the market. in 1992, the Central Bank set a high interest rate
policy to restrain domastic demand growth, at levels compatible
with long-term GDP targets.

For years, the Chilean Central Bank has maintained an
exchange rate policy oriented to contain short-term fluctuations.
Forelgn currency may be exchanged in any of the two lega!
markets: the formal and informal market. Agents involved in
trade, credit and investment operations, as well as travellers,
have access to the formal market. However, since the gap
between the exchange rate determined in these two markets has
often been $0 marginal in the last years, many operations take
place in the free access informal markets. Foreign investors
have guaranteed access to the formal market.

it is important to note that the reference value of the
exchange rate is made up of a basket of currencies, namely, the
U.S. dollar, German mark and Japanese yen. The reference
exchange rate is adjusted for differences between Chilean
inflation and that of its major trading partners.

: Despite the Central Bank's efforts to contain short-term

fluctuations in the eéxchange rate, the Chilean peso has and
continues to appreciate substantially, becoming a Central Bank
ally in its effort to contain Inflation, but a problem to exporters.
The successful insertion of Chile in the world economy, the
sustalned increase of foreign investment, and the high interest
rate policy, will continue strengthening the chilean peso.

VI. CHILE'S EXPANDING TRADE WITH THE UNITED STATES

U.S. trade with Latin America is important for companies
seeking to expand their market share overseas. The U.S. exports
as much to Brazil as it does to China and more to Venezuela than
to Russia. Also, U.S. exports to Eastern Europe are less than 2%
of U.S, exports to Latin America. Today, the U.S. has more trade
with Chile than with India.

The U.S. is Chile's major trade partner. During 1984 Chile
purchased over 2.3 billion dollars in U.S. merchandise, mostly
manufactured goods. Exports from the U.S. to Chile have shown
continuous growth. The U.S. is Chile's largest single supplier,
praoviding 23 percent of Chlle's imports in 1994. Between 1987
and 1993 alone, there was an increase of 227% in U.S. imports.
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This does not take into account the service industry which also
continues to grow. in 1994, Chile's major export market was also
{he U.8,, reaching slightly over 2 billion dollars, mostly in raw
materials,

Given its liberal trade regime and its continuing economic
growth, Chile provides an attractive, growing market for U.S.
exports. Chile's need for imported capital goods will continue to
grow, particularly for its mining and forestry industries. As the
mining sector continues to expand, there has been an increasing
demand for mineral refining equipment and other related capital
grods.

The development of the Chilean economy will continue to
increase the demand for services. With its service-oriented
economy, the U.8. is in a strong position to continue its growth in
services exported to Chile. In particular, because of the new
environmental {aw passed last year and the increasing concern in
Chile for pollution, the demand for pollutioncontrol devices is
likely to increase sharply and remain high. This provides U.8.
firms with a real potential to sharply increase their exports in this
area,

Vii. UNITED STATES INVESTMENT IN CHILE

Since 1974, U.S. companies have invested ahout 5 billion
doliars in Chile. U.S. multinationals continue to be a major
source of investment in Chile, particularly in mining and more
recently in projects to develop the country's abundant forestry
resources. Exxon, BHP-Utah, Scott Paper, Pheips Dodge and
Citicorp are among the corporations that have invested in Chile's
mining and forestry industries in recent years. These
U.S. companles are investing in Chile to supplement, not to
replace, their U.S. investments.

Future U.S. investments in Chile are likely to continue
diversifying as the nation's economy develops and its exports
expand. Given Chile's recent success as a “counter-gseasonal”
exporter of food to the northern hemisphere, there is
considerable potential for investment in food packing and
processing operations. The Chilean tourism industry is also
expected to grow considerably, providing ample opportunities for
U.S. investors. In all of these areas, U.S. foreign direct
investment will increase U.8. exporta to Chile because there is an
almost certain "pull through" effect of U.8. exports of goods and
services that follow direct investment.
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Vill. CHILE'S ENLIGHTENED LABOR AND ENVIRONMENTAL
POLICIES

1. LABOR.-

Chile has a widely recognized policy of enlightened labor
relations. Workers have well-protected rights to bargain
collectively and to strike. Each worker must be provided a
written contract, which is strictly regulated by law. In many
areas, Chilean law provides greater worker protection than the
U.S. law. Under Chilean law, for example, there is paid maternity
leave before and after delivery. There is also, severance pay, and
procedural safeguards against termination of certain labor
contracts.

Most importantly, Chilean workers have shared in the
benefits of Chile's increased productivity and prosperity.
Chile has for several years enjoyed one of the lowest
unemployment rates in the hemisphere, thanks to its economic
reforms which has led to a strong economy.

2. ENVIRONMENT.-

On March 1, 1994 Chile passed a general environmentai
framework law similar in purpose and effect to the U.S. National
Environmental Policy Act (NEPA). It establishes an
Environmental impact Assessment process which is applied to
significant new investment projects, public and private. It also
establishes substantive standards on environmental policy
inctuding the "poliuter pays" principle, the poliution prevention
approach, emissions quality rules, and an orderly phasing-in of
these rigorous standards,

Chile has established a number of organizations specifically
to handle environmental issues. For example, The National
Environment Commission of Chile (CONAMA) was formed in
1990 to coordinate environmental policy and to facilitate dialogue
among the business, academic and private sectors.



CONCLUSION

Chile is a leader in Latin America in terms of market-based
reforms, its transition to democracy, its present economic
indlcators, and its continuous growth. Because of its leadership
role, Chile has been regarded as a model for economic
development, by not only its neighbors in the Western
Hemisphere, but also by other countries.

Chile's accession to NAFTA will benefit Chile and the
NAFTA member countries. It is an important step towards the
larger goal of a free-trade zone encompassing the Western
Hemisphere. This holds great promise for the United States
generally and for the expansion of U.S, exports.

Admitting Chile promptiy will send a signal to the rest of the
region that sound economic policies and a strong democracy ~
lowering inflation, eliminating public debt, privatizing state-
owned industries and cutting tariffs - will be recognized through
closer economic ties with North America. If Chile is not admitted
in a timely fashion the United States’ commitment to create a
Western Hemisphere free-trade agrea will be lost. if Chile cannct
qualify for NAFTA membership, no nation can.

in order for the Administration to successfully conclude
Chile’s accession to NAFTA, fast track negotiating authority must
be granted. Failure to approve fast track authority this year wil
set back Chile's accession to NAFTA until 1997, loosing not only
two years but aiso the current motivation among the countries of
the region.

We ask for your support, as well as your assistance in
persuading other members of Congress to appreciate the
importance of fast track in order to conclude Chile's accession to
NAFTA this year.

Mr. Chairman, on behalf of AMCHAM-CHILE, | thank you for
this opportunity to share the views of our members with you
today.
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General Motors Chile S.A.

ARTURQ S. ELIAS
MANAGING DIRECTOR

April 20, 1995

Mrs. Barbara UrzOa
Executive Vice President
Free-Trade Agreement Office
AMCHAM - Chile

Santiago

Dear Barbara,
The following is in response to your request of April 12.

General Motors Chile, a wholly-owned subsidiary of General Motors
Corporation, has been the automotive market leader in Chile for the past 12
years. Our company is the country’s largest assembler and importer of
automotive vehicles and components. Our sales have grown steadily in the last
several years and we envision continued economic growth through the end of
the decade.

General Motors Corporation strongly supports Chile’s accession to NAFTA.
Chile already has one of the most open economies in Latin America. Its
commitment to democracy, respect for human and labor rights, and progress on
protecting and improving the environment is unmatched in the developing
world over the last decade. It also has had the fastest growing economy in
Latin America. Accession to NAFTA by Chile will provide American
companies preferential access to this dynamic and rapidly growing market.
Importantly; Chile’s accession to NAFTA will provide a southern anchor to the
agreement, facilitating progress towards a hemisphere-wide free trade
agreement.

Thank you for the opportunity to provide our inputs.

Sincerely,

it e

Camino a Melipilla 9797 - P.O. Box 14370 - Santiago 21, Chile.
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Latin America
Global Finance

CITIBAN(S

FAX

e : Bérbara Urzda
Executive Vice President
Free Trade Agreement Office

FROM : Alfonso Perd
Citibank N A,

PAGES : 2

DATE : April 17th., 1995

Dear Ms. Urzia:

We refer to your fax dated April 12, 1995, related to the process for Chile's
accession o the NAFTA.

Citibank is one of the largest and most diversificd providers of wholesale
financial scrvices in the world, and the only one possessing on a truly
global focus, with skills and experience based on a more than 150 years
history and a presence in more than 93 countries and territories.

Historically, Citibank has been committed to the emerging economies,
always promoting and contributing 10 1he intraregional trade. As the only
truly regional bank, we are in a position to provide high-value services 1o
both muitinational and local companies (rougihi Latn Amcrica.

Citibank has been present in Chile since 1916, Next year we will celebrate
our 80th anniversary; the banking business has grown in the couniry and
so has Citibank with a range of products and services offered 10 corporate
customers both local and multinational.  Therefore, we believe that  free
trade between the United States of America, Mexico, Canada and Chile will
be in the best interest of all of them.

Because we have a great confidence in this country, is our opinion that
The Free Trade Agreement will be a vote of confidence in the political and
cconomic model; it will also help to  hightened investor confidence and
increase market access to Chilean expors.

/

| “Alfonso Perd
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May 17, 1895

T0 : Mrs. Barbara Urzaa
FROM ;. S.P. Terni/V. M. McCord
SUBJECT . Exxon's investments in Chile and the

North American Free Trade Agreement

Exxon Coal & Minerals Company, through its affiliate Cia. Minera Disputada de Las
Condes S. A. has operated two large copper mines in Chile as well as ore concentration
and smelting facilities since 1978. These facilities employ over 1800 people, produced
about 188 k tons of copper in 1994, and represent an investment of over $1 billion. Since
acquisition of these operations, Exxon has invested in substantial expansions including a
$440 miflion expansion of the Los Bronces mine in 1992, and a $200 million expansion of
the Chagres smelter in 1994. Exxon'’s investment in Chile has provided the opportunity to
introduce American technology and equipment into one of the richest copper ore bodies
in the world.

Exxon also has a current investment of over $100 million in Esso Chile Petrolera Ltda.,
an oil and gas marketing company which has been operating continuously in Chile since
1913.

The democratically elected government of Chile has pursued market-oriented economic
policies which have both encouraged foreign investment and led to strong economic
growth which provide an example for governments around the world. Exxon's confidence
in these policies is demonstrated by our ongoing level of investment in Chile. Exxon
would, therefore, like to express its support for the beginning of the process which could
lead to Chilean accession to the North American Free Trade Agreement.

Stephen P. Terni » Vincent M, McCord
President President
Cia. Minera Disputada de Las Condes S.A. Esso Chile Petrolera Lida.

£ ECMC.DOC
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AmericanAirlines

Santiago, April 17, 1995

Mrs. Barbara Urziia
Executive Vice President
Free Trade Agreement Office

Santiago - Chile

Dear Mrs. Urzia:

We have considered it necessary to write to you in support of your work towards
Chile's accession to NAFTA.

Since the begining of American Airlines in Chile, June 1990, we have been able to
capture a great slice of the market share pie which has meant capturing sustained
profits for our company in Chile and in the United States, increasing the number of
jobs in Chile and helping to maintain the jobs in the U.S.. This is thanks to the solid
growth experimented by this country over the past 10 to 15 years.

The Chilean market has proven to be very dinamic and since American first started
operating in Chile, its growth up to this date has been dramatic. The number of
passengers boarded since 1990 for all airlines has grown in a 80.76% up to
December 1994, and only for American Airlines the increase is an incredible
262.37%.

We believe that NAFTA will be absolutely beneficiary to the region and to the U.S.,
bringing even more business to this area and thus more business trips to and from
both countries, allowing for even more significant growth and a fair competitiveness
among the different airlines.

Sincerely yours,

AMERICAN AIRLINES

ko

amela Camus -
C(}mﬁy‘Du‘/ecm- Chile

HUERFANOS N©1199, TELEFOMNO: 6713259 FAX: 6723214 TELEX 240458 - AEROPUERTO A MERPING BENITEZ TELEFONO: 6019318 FAX: 6019172 SANTIAGO - CHILE




59

ARCO CHILENA

. . Astilleros Marco Chilena Ltda.
Santiago, April 21st. 1995 Av. Andrés Bello 2113
Clasificador 116
Fonos: 2332363 - 2310906
Fax: 2319865

Santiago Chile
Mrs.

Barbara Urzua

Executive Vice President

FREE TRADE AGREEMENT OFFICE
Zurich 221 Depto. 14

SANTIAGO

Dear Mrs. Urzua :

Over the last 30 years our company, whose head office is in Seattle, Washington, has
been instrumental in the development of Chile's dynamic commercial fisheries sector.

In this regard we export technology, know how, and materials from the United States into
Chile. More recently we have diversified into mining, lumber and pulp, transport and
steel.

From a purely commercial stand point, Chile's access to Nafta will make U.S. goods and
services more competitive in this market, and will allow our company to grow on the
strength of U.S. technology.

More objectively, Chile's incorporation into NAFTA will give a strong vote of confidence
to Chile's economic model of open markets, strong support for the private sector, non
discrimination against foreign investment, and endorsement of competition. This is a
model we believe should be followed by other countries in Latin America, and access o
NAFTA will give a clear signal that the economic path chosen by Chile will lead to growth,
expansion, and a belter standard of living for the country’s inhabitants.

On the other hand, if the United States turns its back on Chile at this stage of its
development, the message not only for Chile, but also for the rest of Latin America, will
be badly received, and a great opportunity will be lost.
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m/‘nga:ampmr 2600 N. Central Avanue, Phoenix, AZ B3004-3014 ¢ (502} 234-810D

Patrick J. Rysn

Exauutive Vioa Freaident

April 18, 1995

Ms. Barbara Urzua
Executive Vice President
AMCHAM Chile

tree Trade Agreement Office
Zorich 221 Depto, 14

Las Condes, Santiago
CHILE

Dear Ms. Urzua:

NAFTA, which took effect January 1, 1994, created a new free trade area that
encompasses more than 360 million people and more than $8 trillion in combined
domestic outpul. By breaking down barriers to free trade among the United States,
Mexico and Canada, NAFTA is a keystone for the future geopolitical and economic
cooperation with our neighbors to the north and south

We should now turn to Chile and its accession to NAFTA. Phelps Dodge has mads a

~ strong commitment in Chile to conduct business and to contribute significantly to its
economy. We are confident of Chile's economic policies and believe free trade
between the United States and Chile is in the best interest of both nations. A true free
trade agreement, without side agreements, is imperative as we work 10 achieve the full
benefits of free trade.

Sincerely,

PJR/kat

DIVISION Of PHILPS DONGE CORPORATION



Oficinas Generales Manufactura

Av. Portugal 1184 Av. Vasconia 115

Teléfono: 5569081 Teléfono: 5523083
Casilla: 3867 Fax: 5522978

s ProctereGamble Chile, Inc.-Agencia ™ s e

April 17, 1995.

Ms . Barbara UrztGa
Executive Vice-President
FTA Office

AMCHAM CHILE

Dear Ms. Urzaa,
CHILE - NAFTA ACCESSION

Further to our previous conversations on this subject, this confirms the Procter & Gamble
Company's full endorsement of Chile's accession to the NAFTA. As you know, our Chairman of
the Board and CEO, Mr.Edwin L. Artzt, chaired the U.S. President's Advisory Committee on
Trade Policy and Negoliations NAFTA Extension Task Force. The Task Force's recommendalion
to the USTR office was to press ahead immediately with negotiations, aiming to complete them
during 1995.

Our company has made a tong-term committment to Chile, as evidenced by the significant direct
investment we have made in the country over the past decade. This recognizes the sound
economic policies pursued by Chile, and the pro-business, free-market regulatory climate which
has prevailed consistently during this period.

Approving Chile's accession to NAFTA will be a recognition of the country's consistent progress
in this regard, and consequently an encouragement to the balance of Latin America to persevere
in market reforms. We think that moving ahead now is particularly critical, in order to restore
confidence in Lalin America, given recent developments elsewhere in the area.

Beyond these considerations, tariff elimination will generate a significant reduction in our cdst
structure locally, improving our ability to provide superior value to the Chilean consumer.

Please count on us far continuing support of Amcham's efforts in this regard.
b

Sincerely,

'd
. Edward D. Jardine
General Manager
cc. Mr.E.Ferraris
Mr.A.Maurogordato
Mr.A.Z Villanueva

ED.J/srs.
056-95
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Chairman CRANE. Thank you, Ms. Urzua. Let me reassure you
your entire written testimony will be submitted for the record.
Mr. Lehmann.

STATEMENT OF RICHARD O. LEHMANN, DIRECTOR OF PUBLIC
AFFAIRS, INTERNATIONAL BUSINESS MACHINES CORP., ON
BEHALF OF THE NATIONAL FOREIGN TRADE COUNCIL, INC.

Mr. LEHMANN. Thank you, Mr. Chairman.

My name is Rich Lehmann and while IBM signs my paycheck I
appear today on behalf of the NFTC, National Foreign Trade Coun-
cil, Inc., a group of 500 companies who collectively account for 60
percent of U.S. nonagricultural exports.

I will be brief, sir.

I have four major points. No. 1, the NFTC supports Chilean ac-
cession to the NAFTA and I will not repeat the compelling argu-
ments put forward in support of accession made by my copanelists
and by Ambassador Barshefsky this morning.

No. 2, the NFTC members feel strongly that U.S. negotiators,
Congress, and the private sector must work together to ensure that
Chile’s accession does not entail any retreat from key NAFTA pro-
visions. Several of these described in our written statement include
intellectual property, investment, government procurement, trade
and services, and dispute settlement.

No. 3, there are areas described in greater detail in our state-
ment where we could use the opportunity of the Chilean accession
negotiations to create further liberalization in NAFTA provisions in
some sectors where there was not sufficient liberalization in the
initial agreement.

No. 4, with respect to the side agreements, the NFTC has no ob-
jection to NAFTA partners and Chile working together and coordi-
nating ways to improve environmental and labor conditions in the
four countries. These issues are important and our members take
them seriously. However, we strenuously object to the use of trade
sanctions as a means of penalizing the nonattainment of such so-
cial policy goals. This would unfairly and unwisely hold trade liber-
alization and the resulting benefits to U.S. firms and workers hos-
tage to a nontrade agenda.

In conclusion, the NFTC supports Chilean accession. We con-
gratulate you on these hearin§s and hope they will be a way to
jump start this process. We look forward to working with you
throughout it. ‘

[The prepared statement and attachment follow:]
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NaTioNaL FOREIGN N TrRADE (CouNcil

TESTIMONY OF RICHARD O. LEHMANN
DIRECTOR OF PUBLIC AFFAIRS
INTERNATIONAL BUSINESS MACHINES CORPORATION

ON BEHALF OF
NATIONAL FOREIGN TRADE COUNCIL, INC.
BEFORE

SUBCOMMITTEE ON TRADE
COMMITTEE ON WAYS AND MEANS
U.S. HOUSE OF REPRESENTATIVES
HONORABLE PHILIP M. CRANE, ILLINOIS, CHAIRMAN

JUNE 21, 1995

Thank you, Mr. Chairman. I am Richard Lehmann, Director of
Public Affairs for IBM Corporation. I appreciate the opportunity
to testify today on behalf of the National Foreign Trade Council
(NFTC} on the important topic of Chilean accession to the North
American Free Trade Agreement (NAFTA). The NFTC also appreciates
the early and constant leadership that you and other members of the
Subcommittee have shown on this matter.

The NFTC's wmembership consists of approximately 500 U.S.
manufacturing companies, financial institutions and other firms
having substantial international operations or interests. our
members collectively account for over 60% of U.S. non-agricultural
exports and a like percentage of all U.S. private foreign
investment. Attached is a 1list of NFTC member organizations
represented on our Board of Directors.

The Council’s goal is to develop and advance policies designed
to expand U.S. exports, enhance U.S. foreign investment, and
improve the competitiveness of U.S. industry. Toward this end, the
NFTC views the proposed Chilean accession to NAFTA as a "win-win"
situation for our members and their workers, and for the United
States as a whole.

The increasingly vital role played by American exports in
promoting U.S. economic growth and generating and preserving jobs
in this country simply cannot be overstated. The U.S. Department
of Commerce estimates that each $1 billion in exports support
19,100 U.S. jobs, in large, medium and small firms. One in six
U.8. manufacturing jobs is now directly or indirectly related to
exports. U.S. jobs in export industries pay 13% more than the
average U.S8. wage. Exports accounted for almost 12% of U.S.
economic cutput in 1993, up from about 5% in 1970. And from 1988
to 1993, exports accounted for almost 50% of total U.S. economic
growth.

Chile may not represent anything close to the largest U.S.
export market; but it is a market that is growing more rapidly than
much of the developing world. Markets such as Chile are expected
to grow twice as fast as those in the developed world over the next
decade. These are the markets of the future, and the United States
must avail itself of every means possible to gain access to them.

Not only does Chile's NAFTA accession afford American
exporters access to a key growing market -- arguably one of the
most important in Latin America -- but it grants us such access
preferentially. American exporters and workers will get to realize
benefits for which our foreign competitors can only wish.
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As a general rule, NFTC members prefer a multilateral approach
to trade and trade and investment liberalization. However, when
the opporrtunity to achieve preferential access to a dynamic and
developing market like Chile presents itself, it would be imprudent
-- indeed, potentially damaging -- for the United States to let
such an opportunity pass us by. Any such opportunity that passes
us by will certainly be an opportunity that the French, Germans,
Japanese, or Brazilians are quick to seize. In other words, the
global economy will not wait on the United States.

NFTC members feel strongly that U.S. negotiators, Congress and
the private sector must work together to ensure that Chile’s
accession to the NAFTA does not entail any retreat from key NAFTA
trade-related provisions, as negotiated by the United States,
Mexico and Canada. Indeed, NFTC members view the negotiations
involving Chile as a way to improve on the results of both NAFTA
and the Uruguay Round of GATT Negotiations; as a way of showing
developing countries how they can achieve even greater access to
the world’'s developed nations if they, in turn, agree to higher
standards of trade and investment liberalization than we have
achieved across a broader spectrum of more than 125 countries.

Let me mention a few of the key NAFTA provisions from IBM's
standpoint. First, on the issue of tariffs and rules of origin,
tariffs on computers and computer parts will be eliminated between
the NAFTA countries by 1999. By January 1, 2004, all three
countries will also have a common external tariff for computers and
computer parts. During the period from January 1, 1994, to January
1, 2004, the NAFTA countries will operate under a transitional rule
of origin. After the year 2004, no rule will be necessary.

On intellectual property, the NAFTA protects computer programs
as literary works for 50 years and gives copyright owners of
computer programs the right to prohibit the rental of their
products. It alsc protects patents for a minimum of 20 years and
will provide protection for patents in the approval process.
Trademarks, trade secrets, and designs of integrated circuits are
also protected. Initial registration of a trademark is for 10
years, renewable for successive terms of not less than 10 years.
No country may limit the duration of protection for trade secrets,
and the term of protection for semiconductor mask designs is at
least 10 years. In addition, the NAFTA limits the countries’
ability to impose compulsory licensing on patent holders and
provides for increased enforcement of intellectual property rights.

Regarding investment rules, Chapter 11 of NAFTA provides a
more secure environment for investment, removes many barriers to
investment by eliminating or liberalizing restrictions, and
provides an effective means for dispute resolution. Except as
specifically provided, NAFTA guarantees national treatment and
most-favored-naticn status for investors from the United States,
Canada and Mexico in the NAFTA region. This reguirement applies
both to establishment and post-establishment activity. Chapter 11
also prohibits most performance requirements and guarantees free
transfer of profits and other international payments associated
with investment. The Agreement outlaws expropriation, except for
a public purpose, and guarantees compensation in accordance with
international standards. One of the key achievements of Chapter 11
is the provision of binding third-party arbitration for disputes
between an investor and the host government.

The NAFTA provisions related to government procurement make
progress toward opening a significant portion of the government
market in each country. For federal departments and agencies, the
NAFTA applies to procurements of over $50,000 for goods and
services, and over $6.5 million for construction services. For
federal enterprises, the NAFTA applies to procurements of over
$250,000 for goods and services, and over §$8 million for
construction services. Specific provisions apply national
treatment, prohibit offsets (conditions imposed prior to or in the
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course of procurement such as local content requirements,
investment, licensing of technology, etc.), and outline procedures
for tendering, qualification of suppliers and bid challenges.
These provisions also will enable the U.S. Government to waive the
Buy America Act for procurements over $50,000.

Regarding trade in services, the NAFTA applies national
treatment to all service sectors unless specifically’ excluded.
Licensing and certification procedures must not constitute
unnecessary barriers to trade, and the NAFTA outlines measures to
achieve this objective (e.g., within two years any citizenship or
residency requirements for 1licensing must be removed). The
Agreement will grant temporary entry to business persons without
requiring them to obtain an employment authorization, provided that
they comply with existing immigration measures relating to
temporary entry. The NAFTA excludes basic telecommunications but
enhanced value-added services are covered. This will ensure that
reasonable conditions of access and use are available including,
leasing private lines, attaching terminals and equipment,
interconnection of private circuits, and using operating protocols
of the user’'s choice.

As I noted earlier, these areas represent some of the key ones
where IBM believes the United States must preserve -- and even
enhance -- gains toward liberalization achieved during NAFTA. Just
the same, because of the diverse manufacturing and services
industries represented in NFTC’'s membership, the Council overall
believes firmly that negotiating success in these same, in addition
to other, disciplines will be central to forging broad-based
business support for any final agreement expanding NAFTA to include
Chile.

Following is a sampling of the benefits various NFTC member-
companies expect tc derive from Chile’s inclusion in the NAFTA.

As the world leader in the mining and construction eguipment
market and major producer of gas turbine and diesel engines,
Caterpillar Inc. says it "expects to be a major beneficiary of an
expanded NAFTA." In fact Chile is already a good market for Cat
products; company sales to that country have increased by more than
40 percent since 1992. Last year Cat exports to Chile exceeded
$100 million, making Chile the company’s third largest Latin
American market.

As Caterpillar points out, joining NAFTA will obligate Chile
to eliminate its current 11 percent duty on Cat-type products. But
the proposed trade agreement will only eliminate tariffs on North
American-built products. That means Caterpillar will be able to
sell virtually its entire product line in Chile duty-free, while
products made by Cat‘s Asian and European competitors will continue
to be subject to Chile’s high tariffs. In Caterpillar’s words, it
"will have a strong competitive advantage in Chile vis-a-vis its
foreign competitors." The company believes this preferential
market access will quickly translate into a bigger share of the
market for Cat products and more work for its American employees.

Another NFTC member -- AT&T -- points out that ~“Chile
represents a role model for the rest of Latin America based on its
liberalization of the telecommunications sector." The NFTC hopes
U.S. negotiators will use Chilean accession to ensure this
liberalization is codified into law. In fact, Mexico and Canada
should be encouraged to extend comparable market access for basic
telecommunications services as Chile has done, as a way of bringing
all NAFTA partners up to the same standard. This would also
further support U.S. objectives within the GATS (General Agreement
on Trade in Services) negotiations conducted under the auspices of
the Uruguay Round of GATT (General Agreement on Tariffs and Trade)
Negotiations and the WTO (World Trade Organization).
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Currently, Chile imports nearly 95 percent of its
telecommunications equipment, with 20 percent of that total
originating in the U.S. AT&T sees the accession negotiations as an
opportunity to encourage Chile to continue the steps it has already
taken to open its market to participation by U.S. providers by
eliminating all tariffs on telecommunications products. As these
tariff eliminations or reductions would apply only to North
American producers, AT&T would enjoy an advantage over its foreign
rivals that would serve to make AT&T’'s products more price-
competitive in the Chilean market.

The U.S. automotive sector also stands to benefit from Chile’s
accession to NAFTA. Currently there exists an 11 percent tariff in
Chile on imported automebiles. If Chilean tariffs are eliminated
on North American-built cars, initial General Motors estimates are
that their annual vehicle sales to that country will increase by
$80 million f{a nearly 135 percent increase over the 1994 figure of
approximately $60 million), with associated benefits and jobs for
U.S. workers; again, an advantage accruing to a U.S. producer, but
not to its European and Asian rivals.

Chilean accession negotiations should alsc be used to improve
aspects of the NAFTA where existing levels of market liberalization
are not as extensive as we’d like. As one example, basic
telecommunications services were regrettably not included under
NAFTA. Aanother case involves the oil and gas producing and service
industry. Here we would hope that within the ongoing negotiations
involving Chile, deeper commitments to liberalization will be
achieved in the NAFTA government procurement and investment
chapters.

While mentioning a couple of the specific areas where NFTC
suggests improvements to the NAFTA could be made, we believe that
U.S. involvement in the U.S.-Canada FTA and, subsequently, the
NAFTA has undeniably served the best interests of the United States
and enhanced the ability of American firms and workers to compete.
Beyond some changes to strengthen NAFTA by expanding market access
opportunities, we feel other elements of our trade agreements
involving Canada and Mexico -- including in the dispute settlement
area -- should remain intact as we proceed with Chile.

While the NFTC is enthusiastic and optimistic about prospects
for Chilean accession to the trade components of NAFTA, we are not
optimistic about chances for passing a related implementing bill
through Congress should negotiations and a subseguent agreement
with Chile incorporate other, non-trade-specific agendas,
particularly those addressing labor and environmental matters.

Labor and environmental issues are important to NFTC members.
The Council encourages the United States to pursue its labor and
environmental objectives through engagement in such fora as the
International Labor Organization, the Organization of American
States and United Nations. Furthermore, we believe trade
liberalization actually provides the resources needed to improve
the environment and enhance worker rights.

But NFTC strongly opposes calls to «condition trade
liberalization on meeting certain social objectives. Persuading
Chile to lower trade barriers is a worthy pursuit in its own right.
Future efforts to open rapidly-growing foreign markets, such as
Chile, will be vastly more complicated if the Chilean and future
trade agreements are encumbered with the added task of setting and
enforcing labor and environmental policies.

NFTC is keenly aware that some of the groups calling for
linkage between trade liberalization and labor/environmental issues
-- in the context of Chilean NAFTA accession and other possible
U.S. undertakings in the trade negotiating arena -- have a long
history of advocating protectionism. It would be tragic if after
50 years of being the catalyst for global trade liberalization, the
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United States would allow these groups to erect new trade barriers
through the back-door means of enforcing non-trade provisions.

Because Mexico signed on to labor and environmental side
agreements to the NAFTA, some argue that there is no way the U.S.
can avoid imposing the same demands on Chile as part of its NAFTA
accession bid. Chile, however, is not Mexico. Unlike Mexico and
Canada, Chile does not have a common border with the United States.
Nor does Chile have a large population. Conseguently, many of the
concerns (e.g., immigration and border clean-up) that dictated the
tone of political debate surrounding NAFTA have little pertinence
as they relate to the U.S.-Chilean trading relationship.

In conclusion, and to reiterate with emphasis, the NFTC
strongly supports Chilean accession to the trade provisions of the
NAFTA at the earliest possible time. We look forward to working
with the Committee on Ways and Means to help make this a reality.

Again, thank you for the opportunity to present the National
Foreign Trade Council’s thoughts on this issue.
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Chairman CRANE. Thank you, very much, Mr. Lehmann.

As I think you are aware, the bell has just rung and that means
that we have another vote in progress. So I think at this moment
we will recess for approximately 10 minutes with the understand-
ing that Mr. Liebenow, I do not know what your plane connection
is, but if any of you are going to be missing planes, feel free to de-
part. Otherwise, if you could stay until we get the Members back
here, we would like to throw some questions your way.

Mr. Liebenow, if you think you have a problem, flying all the
way back to Santiago is a good overnight.

We will stand in recess f%r 10 minutes.

Thank you.

[Recess.]

Chairman CRANE. The subcommittee will come to order.

Mr. Liebenow, oftentimes opponents of free trade say that such
matters or agreements, rather, only matter to multinationals that
have production facilities around the world.

Could you elaborate a little bit on how you feel small and me-
dium-sized businesses like yours would be affected by extending
NAFTA to Chile or, for that matter, to the rest of the hemisphere?

Mr. LiEBENOW. Certainly. In fact, I think that in a number of re-
spects the importance of NAFTA and the accession of Chile and the
eventual Free Trade Agreement of the Americas is perhaps even
more important to small and medium businesses. I think the rea-
sons for that are several.

First of all, very often small and medium-sized companies are
producing products which may also be produced in the local econ-
omy and, therefore, if there i1s not full access to that market, we
often find ourselves totally excluded from it. Whereas, more often,
the larger U.S. corporations have products where the technology is
such that they are able to sell their products in markets that are
even more protected.

In our case, for example, with Mexico, we were simply excluded
from that market until Mexico opened its market and the same
happened with Chile and Argentina.

In addition, companies that are of a smaller size need, perhaps
even more, the stability and the continuity of the rules of the game
because we do not have access to all of the resources that it takes
to deal with complicated trade problems in individual countries.
Therefore, as these markets are opened and as the rules of the
game are made simpler and more universal, it is of enormous help,
In my opinion, to American small and medium-sized companies.
The experience, in this respect of the textile industry, is true for
so0 many smaller companies.

I think that is why there is such clear support on the part of the
U.S. Chamber of Commerce for this program and it is because that
is the future growth for all of us is in the export market. These are
precisely the kinds of things that are helpful to us in being able
to take advantage of those opportunities.

Chairman CRANE. Now, that is most encouraging. Ms. Urzua,
again, I want to express my deep appreciation to you for the incon-
ve(rilience that you suffere(f' to get here. We warmly welcome you
today.
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As the only representative of Chile, how would you assess the
prospects for concluding this agreement quickly and are there any
major hurdles that you see?

Ms. UrzUA. The only major hurdle that I see is here in the U.S.
Congress, getting fast track through and sorting out the differences
that you have on the labor and environment issues. I do not see
any major negotiating points that will hold up this process.

On the contrary, I think it will be very fast. I just think we need
to get fast track in place.

Chairman CRANE. One question that comes to my mind is time
constraints here as witnessed today. I said based upon—you were
not able to view it, I am sure, but—the experience that just hap-
pened on the floor was the rowdiest of all the 25 years I have been
in Congress. It increasingly reminds me of the British Parliament
in session rather than the House of Representatives.

But the fact is that fast track probably will not be completed
until September. Now, my concern is are the negotiations going for-
ward on the part of our Trade Representative with the representa-
tives from Chile without a fast track?

But then Chile could capitalize as soon as it is passed and the
consummation of whatever agreements have been negotiated, oper-
ating on the assumption that there will be fast track approval is
something that I truly hope for. Because it is the hope of all of us
on this subcommittee and the full committee that we could consum-
mate this before the end of the year ideally. The farthest out, Janu-
ary or February of next year.

Because I think there are real potential problems if it extends
well into next year because of our Presidential election and there
will be candidates campaigning both here on the floor, as well as
back home.

So, at any rate, we hope and pray that is the way it works out.

Mr. Lehmann, your testimony states that the National Foreign
Trade Council believes that most components of the NAFTA and
the U.S./Canada FT4, including the dispute settlement mechanism,
should remain in tact.

There are some groups counseling that chapter 19 dispute settle-
ment process not be extended to Chile.

Do you know why your members believe that should be?

Mr. LEHMANN. While neither IBM nor the NFTC have had any
direct interest before the chapter 19 process, overall it seems to
have worked well with only a limited number of cases arising to
the extraordinary challenge stage. The three cases that have come
to the extraordinary chaﬁenge committees concern application of
U.S. antidumping or countervailing duty statutes.

My observation with respect to antidumping and countervailing
duty statutes is there is seldom a case where both sides are happy
with an outcome.

I think the nature of these cases is such that it is very, very dif-
ficult for the parties involved to come to a compromise. But there
has only been three of them and the dispute resolution more broad-
ly seems to have worked very, very well.

I would also add that as Mexican tariff rates come down very
sharply as a result of the NAFTA, I think it is very likely that U.S.
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companies are going to face an increasing number of Mexican anti-
dumping cases.

The Mexican antidumping law is not as transparent and the pro-
cedures are not as well established as in the United States. The ex-
istence of this mechanism, as a recourse for U.S. exporters to avoid
arbitrary and capricious application of laws outside the United
States, 1s an important element that ought to remain within this
trade agreement.

Chairman CRANE. A final question I have and it is to Ms. Urzu4,
but any of the others of you, too.

There have been some expressions made suggesting that the
agreement with Mexico had a direct relationship to the peso de-
valuation, and that there is a possibility that this could occur with
other South American countries coming into a hemispheric free
trade agreement.,

My recollection is that you had a peso or the equivalent of a peso
devaluation crisis in the early eighties, did you not, and remedied
that in about 18 months. Do any of you see any dangerous parallels
to—and I am not saying there is cause and effect, there clearly was
not in my estimation—but any similar types of problems with other
Latin American partners?

Ms. UrzUA. No. I think, well, especially I can answer for Chile.
I think on the contrary. After what has happened with the Mexican
peso, the Chilean peso has revalued and continues to revalue. I
think the Chilean economy is very strong and also the currency in
Chile is fixed not only to the U.S. dollar, it is fixed to the Japanese
yen and the German mark because of the Chilean pattern of trade.

I think that the Chilean process went through perhaps what
Mexico went through, as you said, in the early eighties. It recov-
ered from it very quickly and I think the Chif;an economy today
is very strong. So I do not think that should be a fear for the Unit-
ed States.

Chairman CRANE. Very good.

Mr. LIEBENOW. Mr. Chairman, if I could, I would like to add one
further comment. I think another aspect that is important as we
look at these trade a%reements is that the obviously very signifi-
cant crisis that took place in Mexico I think has shown in another
way how important these trade agreements are. Because in normal
circumstances, I think with what Mexico has gone through, there
would have been a very strong tendency to return to a highl
protectionistic model which would have prohibited American prod‘,j
ucts from entering that country.

While it is clear we are going through a period of time where
there is substantially less demand for products in Mexico because
of the economic crisis, that will pass. Meanwhile we have not been
denied access to Mexico because NAFTA is in place. I think from
the American business community’s point of view, that is a very
important benefit of these trade agreements.

Chairman CRANE. I share that sentiment totally.

Thank you.

Mr. Neal.

Mr. NEAL. Thank you, Mr. Chairman.

I will just address my question to any member of the panel who
may wish to address it. What is the fascination that we have with
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the Chilean national savings rate? What might you attribute to the
?avi';lgs rate? What advice might you offer to us, as a matter of
act?

Ms. UrzuA. Well, I think that it is attributable to the privatiza-
tion of the Chilean pension fund system which was done over 10
years ago very successfully. It is a model that is being copied
throughout Latin America. That has created a natural source of
savings within the country which is tremendous. It is being copied
in Peru, Colombia, and Argentina very successfully.

Mr. NEAL. Would the other members of the panel wish to com-
ment on that? Their business experience with it?

Mr. LEHMANN. We have a positive business experience in Chile.
We have a growing company-—double digit growth. A large part of
that growth over the past 10 years has been attributable to the sta-
bilization and the growth of the Chilean economy based on the re-
forms that they undertook in the early and the mideighties.

Mr. NEAL. Thanks, Mr. Chairman.

Chairman CRANE. Mr. Hancock.

Mr. HANCOCK. No questions.

Chairman CRANE. I want to express my appreciation again to all
of you and offer profound apologies for the interruptions that have
occurred this afternoon and hope and pray that this is behind us.

I think we have now adjourned, mercifully. With that I wish you
God speed and a safe trip home.

Ms. Urzu4, we will be down there in Santiago with the Trade
Subcommittee in, I think it is, the first week of August so we will
look forward to seeing you back home.

Ms. UrRzUA. We wiﬁ ook forward to your visit.

Chairman CrRANE. Thank you.

Our next panel is the Honorable Malcolm R. Wilkey, Sidney N.
Weiss, John Sweeney, and Robert Housman. We will proceed in the
?_rder I indicated with the Honorable Malcolm Wilkey testifying
rst.

STATEMENT OF HON. MALCOLM R. WILKEY, U.S. CIRCUIT
JUDGE [RET.] AND AMBASSADOR OF THE UNITED STATES
[RET.]

Judge WILKEY. Thank you, Mr. Chairman.

First, I want to express my appreciation to you, as the Chair-
man, and to the other members of the subcommittee for this oppor-
tunity to appear here today. I want you to know that I have an
independent position. I am representing no clients. I came here en-
tirely on my own, and I have a slightly different point of view from
that that has been expressed in the papers which I have read on
other views on chapter 19. I reach much the same conclusion as
some of them do, but by a different route. I think you will see that
if you examine my written testimony, which I trust will be made
a part of the record.

There are two motivations why I am here. The first is that in my
experience in the last year or so I think it is dangerous to continue
or to extend the chapter 19 system.

Admittedly, we must have some form of international settlement,
dispute settlement but that, I think, is now available. The three as-
sumptions which underlay chapter 19 have now disappeared.
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Second, I am here because I hope that any problems over chapter
19 will not delay the accession of Chile to NAFTA. I think that is
very important and I think that fast track authority should be
granted for it.

Now as to chapter 19, this was a very ingenuous temporary
measure. It was said, at the time, to be fitted for Canada especially
because they had the Anglo-Saxon system of law as we did. Also,
it was said it would be only temporary.

I thought favorably of that when I entered the Lumber Case arbi-
tration or ECC proceeding. Then as I worked over the months we
encountered problems. The problems were not personal to me or
my colleagues but they were problems arising from the visible de-
fects in the system.

The major flaw, it seems to me now and in retrospect from m
experience, is that chapter 19 cuts out judicial review of U.S. ad-
ministrative agency action by U.S. judges. It inserts foreign judges
to pass on U.S. domestic law.

I submit that the opinions in the Lumber Case, both at the panel
and the ECC level, show that it is difficult for even good Canadian
judges to accurately determine American law. I think it is going to

e even more difficult for Mexico and for Chile. Mexico, I under-
stand, has no judicial review of administrative action. Chile does.
But both of them are civil law countries and they will come at it
and be expected to come at it differently.

I pointed out in my written testimony, in detail, the flaws of the
panel and the ECC. I will not repeat them here. But I want to em-
phasize that the present situation is quite different from 1987 to
1993. As I said earlier, the assumptions that underlay chapter 19,
a very ingenious stop-gap measure, no longer pertain.

The Canadian legaf system may be liEe ours, but Mexico and
Chile certainly are not. So that assumption is gone. We have to
deal with all three or all four systems.

Second, chapter 19 was supposed to be just temporary until sub-
stantive rules on antidumping and countervailing 1Rluties were
worked out. That has not occurred in the context of NAFTA, but
it has occurred in the WTO, the World Trade Organization.

Third, it was implicitly assumed, I believe, that if we did not
have chapter 19 there were no other real alternatives available to
give us an international disposition of an international dispute.

We do have now. We have the World Trade Organization to
which Canada, Mexico, Chile, and the United States are parties.
We have a very good dispute mechanism set up with that, and the
design of that dispute mechanism was in accordance with many of
the things urged by the U.S. representatives.

So I propose that the solution to the admitted flaws in chapter
19 is to let the U.S. courts complete the process of determining
what the U.S. law is as they have been doing for 200 years. Then
submit to an international tribunal—that is to say, the dispute set-
tlement mechanism of the WT'O—the question which really ought
to be asked: Is the action of the U.S. agency, although consistent
with U.S. domestic law, in violation of our international obliga-
tions?

That should be determined by first a panel of neutrals picked by
the parties from a list maintained by the Secretariat of the WTO,
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and then, on an appellate level, by a panel of three judges who are
semipermanent, serving for terms of 4 years.

That alternative for settling our disputes would work much bet-
ter than the experience has been under chapter 19.

The problem really, as I realize it, is the Canadian judges were
being asked the wrong questions. They were being asked what is
U.S. law, what does U.S. law say on this?

We ought to be asking an international panel what is the obliga-
tion under international law? Then when we get to that stage, |
think, by utilizing the WT'O mechanism, we will have a satisfactory
solution of our possible disputes with Canada and our other part-
ners in NAFTA.

So my conclusion is that the accession of Chile should not be de-
layed. That if it is felt that we cannot settle the question of chapter
19, what replaces chapter 19, in a short period of time, then the
grant of the fast track authority should leave out chapter 19 and
we should let Chile in without the chapter 19 question being deter-
mined until later.

Then we should set to work to determine in our own house what
we want in the way of a dispute settlement mechanism and nego-
tiate it with Canada, Mexico, and Chile.

We have already negotiated the WTO dispute settlement mecha-
nism, and very satisfactorily, in accordance with American desires.
The others have accepted it, and it would seem to me that it offers
a solution.

1 thank you.

[The prepared statement follows:]
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STATEMENT OF HON. MALCOLM R. WILKEY
U.S. CIRCUIT JUDGE (RET.) AND
AMBASSADOR OF THE UNITED STATES (RET.)

Let me make clear my basic position: I am strongly in favor
of extending membership in NAFTA to Chile now, and then to other
Ibero-American countries as their economies warrant. Such action
is in the best interests of the United States, economically,
politically, and security-wise. The views expressed are
completely my own; I represent no organization or group. My
purpose in offering these views is to facilitate consideration of
"Fast Track" authority by suggesting how one thorny problem way
be solved.

I. WHERE WE ARE NOW.
A. THE NAFTA/FTA SUBSTITUTE APPELLATE SCHEME

Born as a temporary expedient to ensure a U.S.-Canadian
agreement before a fast clesing deadline, the goals of the
substitute appellate scheme were laudable: more speed, more
expertise, and binational/ multinational participation.

In their effort to achieve these goals, the
negotiation/drafters apparently never confronted an implicit
assumption that underlay their action - that for unexpressed
reasons United States Article III judges {(or Canadian or Mexican)
could not be expected to apply fairly the AD/CVD laws regarding
goods in North American commerce. If this assumption had been
openly avowed, its outragecus nature might have doomed the whcle
scheme - particularly if the likelihocod of bias in Article III
judges had been compared with that in ad hoc private
practitioners.

The mechanism designed was to eliminate review by the Court
of International Trade {(CIT, 1 judge), review by the Federal
Circuit (3 judges or en banc), and possible certiorari review by
the Supreme Court.

The substitute scheme consisted of two-tier review by first,
a five person binational panel of trade experts, then by an
Extraordinary Challenge Committee of three judges.

The binational panel of experts reviews administrative
agency determinations of the Commerce Department International
Trade Administration (ITA) and the International Trade Commission
(ITC) . This panel replaces the Court of International Trade
(CIT). The panel is picked ad hoc, hence no backlog. Strict time
limits are imposed on the selection of members, on the process of
hearings, and on decision. The members are experts in trade law,
practitioners, among the best in their field. They are not
generalist judges. CIT is a one judge court, and does acquire a
special expertise with years on the bench. The five person panel
is split 3-2, the choice of the fifth member usually being
determined by lot. Under FTA and NAFTA, the binatiocnal panel is
obliged to apply the law of the country whose agency action is
being reviewed.

The Extraordinary Challenge Committee is quite different.
Composed of three judges or former judges who are supposed to be
generalists in contrast to the trade expertise of the binational
panels, the ECC reviews the binational panel’s action in
reviewing the agency determination. Its scope of review is
limited, as indeed is the scope of review of an appellate court
under the United States system. Precisely how limited has become
a big problem, discussed later.

Like the binational panels, the Extraordinary Challenge
Committee is also ad hoc, starts with no backlog, and is subject
to strict time limits. The ad hoc nature also creates a problem.
In the American scheme of appellate review the ECC replaces the
Federal Circuit (or in some instances the D.C. Circuit). These
two circuit courts of appeals have developed over the years a
great expertise in judicial review of administrative agency
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action. How generalist or specialist are the judges selected for
the ECC? This too has become a problem.

There is a 2-1 split in nationality of the members. In all
three cases reaching the ECC Canada has enjoyed a 2-1 majority.
Yet the treaty obligation under NAFTA is to apply the law of the
country whose administrative agency action is being reviewed, and
in the three cases this has been the United States. Application
of U.S. law by non-U.S. panelists and ECC members is a big
problem.

B. FAILURE OF THE NAFTA/FTA FORMULA UNDER FTA

The binatiocnal panel of experts has failed because it has
been and will be:

® Too Expert. The members are top flight practitioners. The
inevitable temptation is to redo the work of the experts in the
administrative agency. There is, I suspect, a tendency among
these top flight practitioners to look down on the low paid
government bureau experts. Redoing the work of the agency is
exactly what happened in the Softwood Lumber case, as described
in the dissenting opinion of the two American panel members and
in my dissenting opinion with the Extraordinary Challenge
Committee.

® Prone to Conflicts of Interest. The high quality of
panelists may actually create conflicts of interest. The members
are tops in their field, called on by a variety of clients - and
expect to be in the future. They are mostly partners in large law
firms. The firm has diverse interests and clients. This was so
clearly proved in Softwood Lumber where, in my opinion, two panel
members were clearly disqualified.

® Lacking In Accountability. After the panel proceeding,
there is no accountability of the panel members. Finished with
one task, they go back to private practice. They do not face the
members of the bar day after day in the courtroom, as judges on
an established court necessarily do.

® Lacking in Tradition and Experience in Judicial Review of
Administrative Agency Action. The ad hoc panels have no feeling
for the standards of judicial review, which in many respects is a
unique American institution. There is no sense of deference to
the expertise of the administrative agency, which the CIT does
have. More damaging to the fairness of the system, foreigners,
even Canadians, lack an essential knowledge of United States law,
both substantive and procedural, or perhaps are unwilling to
apply it against the traditions of their own law. Yet, the FTA
and NAFTA contain a specific requirement to apply U.S. law in
these cases in which the administrative action origirates in the
U.s.

® Too Ad Hoc. An administrative agency faces one problem
after another in the same field. There are variations, subtleties
and nuances. The agency is conscious of creating precedents by
which it will be bound in the future, and to precedent in the
past it locks today for guidance. Therefore the agency knows that
its actions must be consistent. It must look at yesterday’s case,
and think of tomorrow’s, while deciding the case of today. It has
an institutional history on which to rely. One very clear
principle of judicial review is that the court must concede to
the agency an expertise in the interpretation of its own
governing statutes. If the agency deviates, if it is illogical or
inconsistent, then the reviewing court will set it right. Any ad
hoc tribunal lacks these characteristics which are essential to a
true rule of law in contrast toc personal whims and
interpretations of the moment.

® Inconsistent In Its Interpretations of United States Law.
With ad hoc panels, inevitably inconsistencies in the
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interpretation of the law will develop. These variations will
conflict with established U.S. law as interpreted by the CIT and
the Federal Circuit. For example, the importation of Honduran
lumber will be governed by one law, that set by the CIT and the
Federal Circuit; the importation of Canadian lumber by another,
set by the latest ad hoc panel; and perhaps the importation of
Mexican lumber will be governed by even a third variation, set by
another ad hoc panel consisting of U.S. and Mexican trade law
experts.

The same or similar criticisms can fairly be applied to the
Extraordinary Challenge Committees.

The ECC is too ad hoc. The three person ECC purports to be a
substitute for the Federal or D.C. Circuit. The Federal or D.C.
Circuit builds its jurisprudence week by week. In my fifteen
years on the D.C. circuit all judges were acutely conscious of
the principles of judicial review of agency action. Our duty was
to apply them to about ninety different administrative agencies.
We knew we had to be consistent to be fair and within the
principles of judicial review. The Supreme Court toock certiorari
of very few administrative law cases. It was understoocd that the
High Court relied on the D.C. Circuit and the Federal Circuit to
keep administrative law straight.

The Extraordinary Challenge Committees are too generalist.
There is one expertise needed - the principles of judicial review
of administrative agency action. This is a defect in the
experience of both United States and Canadian judges who are
eligible to serve on these ECCs. Some United States judges, even
some on the approved list for nomination, are totally innocent of
any knowledge or experience in judicial review of administrative
agency action. Some probably never sat on an administrative law
review case. The Canadians are even more lacking in this
essential expertise. Their jurisprudence is different. (See my
analysis in Softwood Lumber). In Mexico, I am informed, except
for the writ of "amparo", judicial review doesn’t even exist. It
does exist in Chile, but naturally civil law principles would
make its application somewhat different.

The Extraordinary Challenge Committees have been given too
vague a grant of review power. The three opinions in Softwood
Lumber show a total divergence between the two Canadian members
and myself as to the scope of review intended by the FTA. In my
view, the argument advanced by Canadian counsel and adopted
without question by my two Canadian colleagues reduced the three
judge committee to three judicial eunuchs. If this is correct,
then no ECC can ever be a substitute at all for review by the CIT
and the Federal Circuit. It was on the basis that the ECC would
be a substitute for customary U.S. judicial review that this
scheme was sold to Congress. The litigants have been deprived
from the start - not only of life-time Article III judges, but
recourse to any tribunal having similar powers. As I indicated in
my dissenting opinion in Softwood Lumber, this does raise a
constitutional problem.

It is too difficult for foreigners to apply the law of the
country involved. The Canadians ought to be the most apt at
bridging the gap between the two judicial systems, but I submit
that they failed in Softwood Lumber, perhaps alsc in the
preceding Live Swine case. How will the mexicans or the Chileans
cope with this system?

All panelists or ECC members can be expected to look for
solutions to any legal problems from the perspective of their own
country‘s legal traditions. This is illustrated by the three
major specific failures, particularly the third, in Softwood
Lumber to apply U.S. law:

1. The failure to appreciate that the two-tier substitute
system is designed to veplace the U.S. judicial review system
manned by judges holding life tenure. Therefore, an Extraordinary
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Challenge Committee manned by judges dispossessed of all power,
three judicial eunuchs, is no substitute at all for the CIT and
the Federal Circuit.

2. The failure to apply the Federal Circuit’s highly
relevant and mandatory holding in at least one recent case to the
case at issue.

3. The failure to consider at all the legislative history,
the highly specific and relevant reports of the House and Senate
extraordinary Committees, dealing with the legislation in
identical language of both 1988 and 1993. It is still incredible
to me that in the Canadian opinions of 54 and 31 pages there was
not one word discussing these House and Senate Committee reports.
I was not able to calculate the number of individual members of
the House who wrote a very clear interpretation of the language
in NAFTA, taken exactly from the language in FTA, that they were
enacting into law, but there were nine committees involved. In
the Senate there was a report by a Joint Committee of six
Committees, involving exactly 75 individual senators who
subscribed without dissent to the same interpretation of the
language. How this could be ignored by judges obliged to
interpret and apply United States law I still cannot understand.

C. The Problem We Now Face.

Summarizing these demonstrated defects in the substitute
appellate review system;

® the law of the country whose administrative agency action
is being reviewed must be applied. Yet foreigners tend to ignore
United States law, and to apply their own with which they have
been familiar all their professiocnal lives.

® United States administrative agency action needs judicial
review. With all due deference to the International Trade
Administration of the Department of Commerce and the
International Trade Commission, their determinations might be
classified as the "raw product". Experienced appellate courts
know where to look for flaws. The United States’ courts know to
what standard it is reasonable to hold the agency. The courts
keep the agencies in line by refining the raw product of the
administrative process in case after case.

® Under the NAFTA procedure there is no chance for the
United States courts to play this role. The raw administrative
agency product goes to a binational panel, then perhaps to an
Extraordinary Challenge Committee. Neither the panel nor the ECC
is completely familiar with United States law, especially with
the principles of judicial review of agency action.

® The major lesson learned - if U.S8. Iaw is to be
interpreted and applied to a United States agency, we need United
States judges. Short-circuiting, eliminating all United States
courts, and throwing the agency action immediately to ad hoc
binational review groups such as the panel and the ECC simply
will not apply United States law as called for by NAFTA. At least
that has been the experience so far in the three ECC cases.

II. The Path We Want to Take

Is it essential to restore the role of the United States
courts, the Court of International Trade and the Federal Circuit?
I say yes. Yet this in itself provides no international solution
with the Canadians and the Mexicans, and perhaps next year with
the Chileans.

. Agency Action Tested Ultimately by Treaty Obligations.

If it is essential to have United States Article III judges
applying United States law, and not originally multinational
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panels, then we should look at bringing in multinational panels
after United States courts have done their job under United
States law. We should not ask multinational panels to interpret
United States law.

Why should another country have a valid ground of complaint
if a U.S. administrative agency acts in accordance with U.S. law
as determined by United States courts? My answer is, the only
valid challenge to such acticn would be if the United States
final action violates an obligation assumed by the United States
under NAFTA or WIO (GATT) or other treaties. Strangely, there are
no substantive NAFTA obligations regarding AD/CVD; the Agreement
does not specify any AD/CVD rules. What the panels and ECCs have
been asked tc do is decide if the U.S. Internaticnal Trade
Administration or the Internaticnal Trade Commission has properly
followed U.S. domestic law.

In other words, the binational panels and the ECCs under FTA
have been giving wrong answers because they have been asked the
wrong questicn: the Canadian judges were asked to interpret and
decide what is United States law, which they are not competent to
do and which they should never have been asked to do. It should
be assumed that if United States courts in the normal judicial
review process tested by 200 years experience reach a conclusion
on United States law, that is United States law. But the U.S.
courts have been cut cut.

The guestion that a binational or multinational panel of
judges should be asked is: Does the action of the United States,
although consistent with U.S. law, violate United States
obligations assumed under an internaticnal treaty? Then we will
have the proper guestion (what is the international law
obligation) put to the proper panel (a multinational panel).

So, my conclusion is that the dispute settlement body to
which the complaining parties under NAFTA ought to resort should
be first, multinational in composition, second, empowered to
interpret NAFTA or WTO obligations. The dispute settlement body
should assume that the United States agency acted within United
States law if the United States courts have so held, so United
States law should never be in dispute before the international
dispute settlement tribunal. Only if United States law as applied
in the instant case contradicts assumed treaty obligations should
the United States agency action be set aside, and only to the
extent it is in conflict with the assumed United States
international obligations.

The test therefore is conformity with treaty obligations,
not with United States law.

B. Existing Dispute Settlement Mechanisms.

If we decide that the dispute settlement body ought to be
(1) a multinational tribunal and (2) empowered to interpret NAFTA
or WTO obligations, not United States law, should we create one
originally or is there such a dispute settlement organization in
existence today which would be suitable for the NAFTA members?

We can recognize but must lay aside the dispute settlement
mechanisms in the several hundred bilateral trade and investment
treaties, in the private international arbitration centers such
as the International Chamber of Commerce (ICC), in Paris, or the
London Court of International Arbitration (LCIA), and the United
Nations’ Conference on Trade and Development (UNCTAD) which lacks
any such organization. Similarly, the Organization for Economic
Cooperation and Development (OECD) does not have highly developed
dispute settlement mechanisms, and those it does have are
oriented towards investment not trade. The International Centre
for the Settlement of Investment Disputes of the World Bank has
played a highly significant and innovative role in international
dispute settlement (one reason because many bilateral investment
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treaties refer to it as the mechanism for arbitration), yet it
also is oriented toward investment not trade disputes.

This leaves the GATT/WTO (General Agreement on Tariffs and
Trade/ World Trade Organization).' The result of the Uruguay
Round greatly strengthened dispute settlement procedures under
GATT/WTO. The basic Agreement establishes the WTO with the
General Council, consisting of representatives of all the
contracting parties, as the permanent continuing group executive
body between meetings of the ministerial conference. While
references to dispute settlement procedures are scattered
throughout the twenty-one Agreements and one Understanding
produced by the Uruguay Round, yet the principal document and
mechanism created thereby is the Understanding on Rules and
Procedures Governing the Settlement of Disputes, otherwise known
as the Dispute Settlement Understanding, or DSU.

The members of the General Council also function under
another name, the Dispute Settlement Body (DSB). The DSB manages
all procedures under the DSU (Dispute Settlement Understanding).
Although with the same membership as the General Council, the DSB
has its own separate chairman, staff, and rules of procedure. In
addition to managing the process, the DSB also functions as the
final dispute settlement tribunal.

It is important to note that while the old GATT was strong
in negotiation and conciliation, and the new WTO DSU does
provide for an initial period of sixty days for consultation and
the good offices of the Director-General, the rest of the process
is a firm adjudicatory medel with strict time limits for each
step. This is what the United States strove for during the years
of GATT and bargained for during the Uruguay Round.?

On request by an aggrieved party, the DSB establishes a
three person wultinatcional panel, selected by the parties from

' Of course, NAFTA Chapter 20 review is always available to
decide NAFTA countries’ substantive rights and obligations under
the NAFTA itself.

* Of key importance in evaluating the usefulness of the WTO’'s DSU
provisions in the context of anti-dumping and countervailing
duties is Article 17.6 of the agreement on implementation of
Article VI of GATT 1994. This provides a very clear standard of
review by the panel of the administrative agency action in the
following terms:
"In examining the matter -
(i) in its assessment of the facts of the matter, the panel
shall determine whether the authorities’ establishment of
the facts was proper and whether their evaluation of those
facts was unbiased and objective. If the establishment of
the facts was proper and the evaluation was unbiased and
objective, even though the panel might have reached a
different conclusion, the evaluation shall not be
overturned;
(ii) the panel shall interpret the relevant provisions of
the Agreement in accordance with customary rules of
interpretation of public international law. Where a panel
finds that a relevant provision of the Agreement admits of
more than one permissible interpretation, the panel shall
find the authorities’ measure to be in conformity with the
Agreement if it rests upon one of those permissible
interpretations."

I suggest that this is extremely close to the standard of
judicial review of the Commerce Department’s administrative
action in the Softwood Lumber case which I urged in my dissent. I
also suggest that this provision is about as good a standard of
review by an international body as we are likely to be able to
negotiate in a treaty with other countries, considering the
accepted divergence in standards among various countries.
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names of "qualified persons” furnished by the secretariat from a
permanent roster. If the parties cannot agree within twenty days,
the Director-General appoints. Unless the parties request their
own naticnals tc serve, all three are neutrals. The panel has six
months (three if urgent) to render a Report to the parties. After
interim review by the parties, unless an appeal is noted, the
Report goes to the DSB.

Under the old GATT a unanimous vote of all members of the
General Council, including the warring parties, was necessary to
approve dispute panel recommendations. Now, the reverse is true:
a unanimeous vote of the members of the DSB will be required to
reject a decisicn from a dispute panel or dispute appellate body.
(Articles 16.4 and 17.14) The DSB must adopt a panel Report in a
dispute within sixty days of its issuance.

Given the requirement of unanimous rejection of a Panel
Report, the DSU has wisely provided for an intermediate appeal,
available at the choice of the party losing before the panel.
Issues on an appeal are limited to issues of law and the legal
interpretations developed in the Panel Report. Appeals are heard
before three members of a seven person standing Appellate Body.
These seven serve four year terms, are not tied with any
government, and are of recognized standing in law and
international trade. Appellate review is limited to ninety days,
after which the DSB must adopt the Appellate Report within thirty
days, unless there is a consensus against the Report.

It is worth noting that while the review panels are selected
for the individual case, if an appeal is taken, it goes to a
semi-permanent appellate tribunal. That tribunal can review all
issues of law and the legal interpretation made by the panel.
Thus, even though the panels may be subject to ad hoc
inconsistencies, the appellate tribunal should have a chance to
develop a consistent body of international trade law applicable
to this type of dispute. This would be a great improvement on
what we now have under NAFTA.

Unlike GATT, under the WTO the new DSB then monitors the
implementation of the adopted Panel/Appellate Report.
Implementation should mean termination or phasing out of the
challenged measure, but if the guilty party is reluctant, then
the parties can negotiate compensation. If this fails within a
reasonable time, the DSB can authorize retaliation. The DSB
adoption of a Panel/Appellate Report creates an international
obligation, but this obligation is not automatically implemented
under national law.

Turning from procedure to substantive content, the
Agreements covered by the Dispute Settlement Understanding are:
Agreement on Trade in Goods {including Trade Related Investment
Measures (TRIMS); Trade in Services (GATS); Trade Related Aspects
of Intellectual Property Rights (TRIPS); and various Plurilateral
Agreements. Application of the Dispute Settlement Understanding
regarding these special Plurilateral agreements depends upon the
agreement by the parties that the DSU covers a specific
plurilateral agreement. There are designated agreements
concerning anti-dumping, technical barriers to trade, subsidies
and countervailing measures, customs valuation, and sanitary
regulations.

In other words, the new GATT/WTO agreements, specifically
the Dispute Settlement Understanding (DSU), already covers the
subject matter of AD/CVD among the United States, Canada and
Mexico. This new and much stronger dispute resolution mechanism
will be appraised within four years of the beginning of WTO, ie.
by 1999. Some regard the strong dispute settlement mechanism as
the litmus test whether the WTO succeeds or fails.

To conclude: Chapter 19 of FTA/NAFTA as a dispute settlement
mechanism has demonstrably failed; with hindsight we can see that
failure was built in. Redesigning a new process that will not
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only work between the United States and Canada but also take into
consideration the traditions and jurisprudence of Mexico and
Chile is a daunting task. The new GATT/WTO has a well thought out
Dispute Settlement Understanding to which all four countries have
already agreed, and to which the United States contributed much
in the negotiation. In substantive issues covered it would fit
NAFTA. The Chapter 19 process has been made redundant; AD/CVD
disputes among the NAFTA signatories may be decided by invoking
the WTO Dispute Settlement Understanding. Why not utilize the
machinery already constructed?

I assume that particular decision is not within the scope of
the Committee’s task at the moment. In line with its assigned
task, I respectfully recommend; (1) that the Fast Track authority
for negotiation with Chile be granted without the dispute
settlement of Chapter 19 or any other mechanism included. (2)
that hearings be conducted by the appropriate committees to
consider making the DSU (Dispute Settlement Understanding) of
GATT/WTO a part of NAFTA. (3) that in the meantime no further
proceedings under Ch. 19 be undertaken by the Executive. (4) that
the hearings under (2) be designed to produce a replacement for
Ch. 19 which could then be negotiated with Canada, Mexico and
Chile. There is no reason to delay the basic negotiations
ketween the three NAFTA partners and Chile while we work out what
we desire as a dispute settlement mechanism.
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Chairman CRANE. Thank you for your testimony. Let me reas-
sure all of you that your entire written presentations will be made
a part of the permanent record.

Mr. Weiss.

STATEMENT OF SIDNEY N. WEISS, CHAIR, TRIAL AND
APPELLATE PRACTICE COMMITTEE, ON BEHALF OF THE
CUSTOMS AND INTERNATIONAL TRADE BAR ASSOCIATION

Mr. WEeiss. Thank you, Chairman Crane and members of the
subcommittee. My name is Sidney Weiss and I am a customs and
international trade lawyer in New York City, and I am speakin
here today on behalf of CITBA, the Customs and Internationa
Trade Bar Association, which is a nationwide association of cus-
toms and international trade attorneys.

We have over 450 attorneys as members and I believe we are the
largest organization of international trade lawyers in the country.

CITBA opposes the extension of fast track to negotiations with
Chile to the extent that it would comprise the extension of bina-
tional panels. CITBA has never opposed any free trade area agree-
ment. We do not oppose a free trade agreement with Chile. We
simply oppose extension of the binational power provisions of arti-
cle 19, chapter 19, of NAFTA and the Canadian Free Trade Agree-
ment to any agreement with Chile.

We have been consistent in that ever since such panels were first
proposed in 1987 and 1988, as part of the Canadian Free Trade
Agreement with the United States.

CITBA members or lawyer members serve and appear before all
the administrative agencies and the courts which determine cus-
toms duties and international trade disputes, antidumping duties
and countervailing duties, including the Court of International
Trade, the Court of Appeals for the Federal Circuit, the Supreme
Court, the Customs Service, the International Trade Administra-
tion of the Commerce Department, and the International Trade
Commission.

In addition, our members have served as panelists in binational
panel reviews under the Canadian Free Trade Agreement and have
also appeared as lawyers and advocates for clients whose cases are
before such panels. So we have broad experience under the system.

We oppose the continuation of the binational panels because of
the following considerations which 1 will elaborate upon slightly in
a few minutes.

First, binational panel of review permits and directs the imposi-
tion, assessment, and collection of U.S. Government taxes without
the benefit of Federal judicial review. This has never been the case
in the 200-plus year history under the Constitution and we are
very much opposed to it. We believe that such a system is unconsti-
tutional and also we believe that, as a policy matter, it is unwise
because the cases are not disputes of an international character
and the panels replace the government institution, Federal courts
which are best equipped to handle them by lawyers who are not
answerable, nominated, or elected by anyone.

We also oppose the panels because they are composed of a pre-
dominantly changing array of mostly customs and international
trade lawyers and these lawyers are not nominated by the Presi-
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dent, not approved by the Senate, they do not take the constitu-
tional oath of office to preserve, protect, and defend the Constitu-
tion. They are not subject to impeachment and, in fact, their inter-
ests lie, in general, not in the particular cases, but in general in
representing their clients in international trade matters and in get-
ting clients 1n the future.

We also oppose the panels because it creates a dual if not mul-
tiple system of review which produces two or more separate legal
interpretations in the same case often times.

As you are aware, countervailing and antidumping duties are im-
posed by the United States to counteract forei%}x underpﬁcin%l}?r

overnment subsidies of goods imported to the United States. The
cgieterminations of the International Trade Administration and the
International Trade Commission are reviewable by Federal courts.

Here we have had them replaced by lawyers whose interests are
to their clients. If not to their clients directly, then to the issues
that are raised by their clients from time to time. We think it is
very unwise to substitute those kinds of decisions, tax decisions be-
tween a U.S. taxpayer and the U.S. Government to an inter-
national body of lawyers from several countries who are not com-
mitted to impose the law and interpret the law according to the
way it is written.

We have a system in place for that and we would advocate that
the system of giederal judges be maintained and be preserved. Ac-
cordingly, we ask that the system not be extended to Chile.

Thank you.

[The prepared statement follows:]
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STATEMENT OF SIDNEY N. WEISS, CHAIR
TRIAL AND APPELLATE PRACTICE COMMITTEE
ON BEHALF OF THE CUSTOMS AND INTERNATIONAL TRADE BAR ASSOCIATION

The Customs and International Trade Bar Association ("CITBA"),
the nation-wide organization of customs and international trade
lawyers, opposes an extension of fast-track negotiating authority
for any free trade agreement which would include the use of bi-
national panels to review administrative decisions in
countervailing duty and antidumping duty cases to determine their
lawfulness for purposes of U.S. law.

While CITBA has never opposed and does not now oppose any free
trade area agreement, CITBA has consistently opposed bi-national
panels for review of U.S. countervailing duty and antidumping duty
determinations. CITBA now reiterates its opposition and, in
addition, opposes extending the bi-national panel system beyond the
current NAFTA signatories.

CITBA has approximately 450 customs and international trade
attorneys as members. CITBA members practice before all of the
courts and agencies involved in U.S. customs and international
trade proceedings and litigation, including the United States Court
of International Trade, the United States Court of Appeals for the
Federal Circuit (CAFC), the United States Supreme Court, and the
administrative agencies which make countervailing duty and
antidumping duty determinations, the United States Department of
Commérce and the United States International Trade Commission.
Many of our members have also appeared before the bi-national
panels constituted under Chapter 19 of the United States-Canada
Free Trade Agreement (US~CFTA), as well as similar panels
constituted under NAFTA. Moreover, members of the association also
have served as panel members in these proceedings.

CITBA's continuing opposition to bi-national panel review is
premised on the following considerations:

1. Bi-national panel review permits and directs the
imposition, assessment, and collection of United States government
taxes (i.e., imposition and «collection of United States

countervailing duties and antidumping duties) without the benefit
of Article III judicial review. 1In our view, such a system is both
unconstitutional and unwise as a policy matter because (a) the
cases are not disputes of an international character and (b) the
panels replace the governmental institution which is intended and
is best suited to adjudicate the lawfulness of agency actions for
purposes of U.S. law -- Article IIT courts -- with an institution
less well suited to perform exactly the same function.

2. Members of the bi-national panels are predominantly a
constantly changing ad-hoc array of practicing international trade
lawyers (whether United States, Canadian or Mexican citizens) with
continuing professional responsibilities to their clients and law
practices, who have not been appointed or confirmed by the United
States Senate and have not taken the Constitutionally-required ocath
to preserve, protect and defend the Constitution of the United
States. In addition to being unconstitutional, establishment of
this pool of decision-makers is unwise as a policy matter because
it creates the appearance of a lack of impartiality, thereby
undermining legitima